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Famine in Sudan 
The crisis is more 
man-made than natural 
Page 4 


WORLD NEWS BUSINESS NEWS 


Contact Group to 
tighten sanctions 
on Yugoslavia over 
Kosovo crisis 

The six-nation Contact Group 
yesterday agreed to introduce 
fresh sanctions against Yugoslavia 
over the Kosovo crisis. They 
include an Immediate freeze on for- 
eign assets, said Jacques Blot, 
head of the French delegation at 
the Rome talks. The move came as 
a shadowy ethnic Albanian rebel 
group declared itself at war with 
Serbia. Earlier report, Page 2 

Vanishing tanker raises fears 
Fears of rising piracy in south-east 
Asia have been fuelled by the dis- 
appearance of a Malaysian tanker. 
The Petra Ranger is the third ship 
to have vanished In the area since 
November. Page 14 

Nature reserve ‘still threatened’ 
Europe’s biggest national park still 
risks contamination, environmental- 
ists said. Poisons are reported to 
have reached the underground 
water supply of southern Spain's 
Doriana National Park. Page 3 

Netherlands hospital dispute 
More than 60 Dutch hospitals had 
to cancel non-emergency 
operations as nurses staged a go- 
slow over pay. 

Six face death penalty in Burma 
Burma’s military government sen- 
tenced six people to death for car- 
rying explosives. Four of them 
belong to a group the government 
has linked with Aung San Suu 
Kyi's opposition democrats. 

Brazil to protect forests 
Brazil is to protect 62m acres of 
Amazon rainforest by 2000 as part 
of a Joint initiative with the Wbrtd 
Bank and the World Wildlife Fund. 
Page 7 

Graf s father freed 
Peter Graf, hither of Gentian tennis 
star Steffi Graf, was freed from 
prison after the rest of his sen- 
tence for tax evasion was 
suspended. 

haehte quits pres ide ntial rata 
knefcia Marcos, widow of late dic- 
tator Ferdinand Marcos, quit the 
Philippines presidential contest 
She Is seeking a poHical deal to 
avoid a 12-year jail term for graft. 

1N$pg raBog sparks riots 
About 10 people have been killed 
and more than 10Q injured in riot- 
ing after the Chinese government 
banned direct sefling. in Hengyang, 
Hunan province, direct saHtng staff 
ktted four employers. 

Pfoas to Mgmfa over condem ne d 
Britain and South Africa appealed 
to Nigeria not to carry out the 
death sentences on six men con- 
victed of plotting to overthrow mflr- 
tary ruler General Semi Abaeha. 

Ukraftu peHtfcbn loses seat 

Prominent Ifcrairuan opposition 
pofittcnn Sertvy Hotovaty has been 
stripped of his parliamentary seat 
Several opposition figures who 
won seats in last month's polls had 
the results annulled. Page 2 

Austrians hold suspect 

Austrian police arrested a 67-year- 
oid man suspected of trying to sell 
documents purporting to show that 
Princess Diana was murdered. 

Red card for lawmakers 

Italy’s parliament was suspended 
when deputies scuffled during a 
session on a controversial decision 
by a soccer referee. Observer, 

Page 17 

Cod catch 

German angler Karsten Dietze set 
a Norwegian record when he 
caught a 89 fo cod m Norway’s 

Joetel fiord, ft was 4.8ft tong. 


World Equity Markets 

The latest trends and data 'from more 
Ban 50 ntiooal manats at a gtancs 
Page 37 
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MobilCom’s Gerhard Schmid 
'People such as me 
create optimism 1 
Page 14 



May Day 

Russia’s communists have 
little to cheer about 
Page 2 


Birth of the Euro 
Let the great 
experiment begin 
Survey 


Ericsson jolts 
stock markets 
with results 
below forecasts 

Ericsson, the Swedish tatecoms 
group, surprised Investors by 
announcing first-quarter profits 
below expectations. Pre-tax profits 
rose from SKi2.34bn ($303m) to 
SKr2.94bn, up 31 per cent, but 
some SKr700m lower than fore- 
casts. Page 19; Lex, Page 18 

The Deutsche Termfnborse, 
Germany’s derivatives exchange, is 
likely to adopt the continental 
Euribor reference interest rate 
instead of Libor, the London Inter- 
bank offer rate, for contracts 
denominated in euros. Page 19 

Tetefonfca, the Spanish telecoms 
group, has appointed Bankers 
Trust to advise It on tee possible 
spin-off of its corporate reel estate 
into a separate company write 
assets of up to Pta480bn 
($3.1 5bn). Page 20 

IGrk Kerkorfan, the US corporate 
raider. Is understood to be inter- 
ested in acquiring UK music group 
EMI. The company is valued at 
nearly £4 bn plus £1bn of debt 
Page 19; Lex, Page 18 

Banco Bilbao Vizcaya, Spain’s 
largest bank In terms of assets, 
said It had reached agreement to 
buy 55 per cent of Banco Excel 
Economico of Brazil in a deal 
worth about $45Qm. Page 20 

Aneka Tambang, the privatised 
Indonesian nickel and gold mining 
group, doubled 1997 net profits, 
demonstrating how several of tee 
country's mining companies have 
profited from the crash of tee 
rupiah. Page 23 

The UK's Takover Panel ruled that 
the battle Energy Group. Britain's 
largest electricity supplier, would 
be settled by sealed bids. Texas 
Utilities and PacifiCorp have until 
tomorrow. Page 19 

Lufthansa, the German aa-line, hit 
out at "fnaMona T intervention by 
European Union anti-trust regula- 
tors in its alliances with other air- 
linos. as ft unvoted a sharp rise In 
f first-quartw profits. Page 20 

Hermes Europe Rafitel, a telecoms 
company offering transborder car- 
rier services to European providers, 
plans to increase capacity through 
1 a contract with US-based technol- 
ogy company Ciena. Page S 

Rhfae-Pouiaoc, the French 
pharmaceuticals and chemicals 
group, reported a near 30 per cent 
advance in first-quarter profits aid 
confirmed ft expected to float its 
Rhodia chemicals operation before 
the end of June. Page 21 

Veba and RWE, the German 
conglomerates, are set to 
announce details today of their 
long-expected partnership with US 
telecoms giant BeflSouth. Page 20 

Hm Starbucks Coffee chain of 
coffee houses in the US is plan- 
ning to conquer Europe with its 
formula of fresh-brewed coffee 
served in congenial surroundings. 
Page 19; Lex, Page 18 

Ptereaaa & Upjohn, the 
US-Swedish drugs company, pro- 
claimed a turnaround after posting 
unexpectedly strong sales growth 
in the first quarter. Page 22 


France and Germany 
dig in heels on rivals 
for European bank 

Chirac warns Bundesbank not to interfere on presidency 
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By Wolfgang Hflacftau to London 
and fraham Bowfey in Frankfort 

Jacques Chirac, the French 
president, warned the German 
Bundesbank yesterday not to 
interfere in the choice of the 
European Central Bank’s first 
president as both sides dug in 
their heels before a European 
Union summit thfo weekend. 

Mr Chirac, speaking in Tokyo, 
repeated his support f Or the 
French candidate, Jean-Claude 
Trichet. in preference to Wim 
Duisenberg, the Dutchman 
backed by Germany and 13 other 
EU members. 

Mr Chirac said the ECB presi- 
dency was a question that con- 
cerned “the heads of state and 
government I of the EU] and only 
them". 

But Hans Tietmeyer, the Bund- 
esbank president, took the view 
that a compromise that involved 
splitting the future ECB presi- 
dent’s eight-year term would 
damage the euro's credibility. 

“It would be problematic if the 
impression arose that the euro 
was political money," Mr Tiet- 
meyer told reporters after speak- 
ing to bankers in Leipzig. 

If the Bundesbank were to 
oppose such a deal in public, it 


could throw a huge shadow over 
the launch of the euro, whose 11 
founder-members are to be 
named at this weekend’s summit 
in Brussels. The ECB presidency 
is likely to be on the agenda of a 
Bundesbank central council 
meeting today. 

Both Mr Duisenberg, head of 
the European Monetary Institute, 
the ECB's forerunner, and Mr 
Trichet the governor of the Bank 
of France, are considered advo- 
cates of rigorous anti-inflationary 
discipline. 

However, the dispute has 
stoked suspicions in financial 
markets of fundamental Franco- 
German differences over eco- 
nomic policy and raised fears 
that the ECB will be weakened 
by political intrigues after the 
bank opens on July 1. 

It was unclear whether the 
last-minute public statements 
from the French and German 
camps amounted to tactical open- 
ing gambits for the EU summit or 
whether they pointed to a genu- 
ine stalemate. 

Financial strategists expect a 
fierce currency market reaction 
on Monday if EU leaders fail to 
agree on a single candidate for 
the ECB presidency. 

Thomas Meyer, Frankfort- 


based economist at Goldman 
Sachs, said: “Eight years for 
Duisenberg would be the top 
choice. A third-party candidate 
would be a second best solution. 
The worst would be a fudge or a 
split term. That would set a dam- 
aging precedent’’ 

One senior Bundesbank council 
member warned that an agree- 
ment to split the term could trig- 
ger legal action in Germany’s 
constitutional court 

Relmut Jochimsen told the 
Financial Times a split could also 
oblige the European Commission 
to open proceedings against EU 
member-states for breach of the 
1992 Maastricht Treaty. 

The treaty stipulates that the 
ECB president must serve a non- 
renewable term of eight years. 
However, a voluntary agreement 
to sidestep that may not be open 
to an outright legal challenge. 

Mr Tietmeyer was adamant 
that euro-members must not 
relax fiscal discipline after next 
weekend’s summit “After May 2 
the motto must not be: ‘Now we 
have the currency union. We’ve 
saved enough. Now we can start 
running up more debts’," he said. 

Emu’s capital consequences 
and Observer, Page 17 




















Bundesbank president Hana Uetmeyor, speaking to Leipzig, warned agalmt 
spitting the EC8 president's Bight-year term. Picture Reuters 


Shareholder anger at R-R Motors deal 


By Roger Taylor, Graham Bowfey aid 
HMg StaMQta in London 

The agreement by directors of 
Vickers, the UK engineering com- 
pany, to sell Rolls-Royce Motor 
Cars to BMW of Germany for 
£840m ($568m) prompted a bar- 
rage of hostile questions from 
shareholders at the group's 
annual meeting yesterday. 

Volkswagen, the rival German 
car maker, yesterday repeated its 
threat to top BMW’s bid. vw, 
which lost out to, BMW when 
Vickers originally put 
Rolls-Royce 19 for auction, said it 
planned to re-open talks with 
Vickers as soon as possible. 

The company hopes to sway 
Vickers and its shareholders 


Volkswagen vows to fight planned £340m sale of carmaker to BMW 


when the sale to BMW is put to 
an exceptional meeting in early 
June. 

VW said it was not surprised 
by the agreement between BMW 
and Vickers. “Now we have time 
to analyse the situation and the 
agreement between Vickers and 
BMW. Then we will make a bet- 
ter bid,” said an official 

He said VW would be present- 
ing its new offer “as fast as we 
can" and drew comfort from a 
comment by Sir Colin Chandler. 
Vickers’ chairman, that the UK 
group would have to look at a 
higher offer were it presented. 
BMW refused to comment 

At the Vickers meeting, Sir 


Colin listened as private inves- 
tors voiced their “disgust” and 
“outrage" at the sale of “a 
national jewel”. 

He was bedded as he outlined 
the company’s justification for 
the sale, saying Vickers could not 
afford to make the necessary 
investments in Rolls-Royce. 

Shareholders applauded protes- 
tors who said they were con- 
cerned only that Rolls-Royce 
remain British. 

Vickers also said it would 
return £197m to shareholders 
from the sales. However, many 
shareholders were unhappy 
about a return of capital, and sev- 
eral argued Vickers should re- 


invest the money. One share- 
holder asked that the plan to 
return capital be put to the meet- 
ing. When Sir Colin that asked 
the room if they wanted the 
money returned, he was met with 
a chorus of “No". 

Despite the small shareholders’ 
protests, institutional investors 
are understood to support both 
the sale of Rolls-Royce and the 
return of cash to shareholders. 
However, they added that if VW 
demonstrated it could deliver a 
higher offer they would vote 
against the sale to BMW. 

Industry officials conceded that 
yesterday’s agreement has still 
not resolved the sale of 


Rolls-Royce, because it is subject 
to approval by Vickers' share- 
holders. 

BMW repeated its assertion 
that it would not make another 
offer. “We have said we have put 
down one bid and that is going to 
be the only bid." a spokesman 
said. 

However, the company 
declined to comment on whether 
its original offer was flexible and 
could be increased. 

BMW repeated its plans for 
Rolls-Royce, which could indude 
doubling the workforce to about 
4,000 and tripling output to 6,000 
cars a year. 


lax; Page 18 
VW flgMs on, Page 25 


Credit Lyonnais 
faces more pressure 
over rescue plan 


Amfrvai Jack in Parts 


Tbe European Union’s 
competition authorities want 
Crftdit Lyonnais, the French 
state-owned bank, to sell off all 
its European activities outside 
France in exchange for approving 
new government aid worth 
FFrlQflbn ($16hn) or more. 

The French government, under 
demands from senior officials in 
Brussels, would have to force the 
bank to dispose of its high-profile 
operations in London anff Luxem- 
bourg, as well as Germany, Bel- 
gium and other g nhririiaripc 

In a sign of increasing tensions 
between Brussels and Paris aver 
a rescue plan, a senior European 
Commission official indicated 
yesterday that the conditions 
should hurt the bank enough to 
push it towar d s a rapid sale to a 
financial ins ti t uti on. 

Karel Van Mkat, competition 
commissioner, warned last week 
that unless the French govern- 
ment came up with acceptable 
proposals the Commission was 
likely to rule against the rescue 
plan - a move that could in the- 
ory lead fro bankruptcy far Crfrdit 
Lyonnais. 

Brussels is insisting that, 
because the value of the rescue 
plan proposed by Paris has dou- 
bled from the FFrt3bn agreed in 
1995, the sacrifices imposed on 
credit Lyonnais must therefore 


increase by the same amount. - 

Dominique Stranss-Kahn, 
France's economics, finance and 
industry minister, indicated 
earlier this month that he had 
agreed to double the amount in 
asset sales imposed on the bank 
over the 1995 levels to 
FFTfiMbu. - 

However, the European Com- 
mission argues that this figure 
includes the disposal of loans 
made by the bank and the side of 
some of its peripheral operations 
outside Europe, which it does not 
consider sufficiently important 
sacrifices. 

If Paris continues to support 
Crfrdit Lyonnais' argument that 
its operations in London and 
Luxembourg are indispensable, 
the Commission official insisted 
yesterday that it must agree to 
an equally painful disposal in 
either Asia or North America. 

Jean Peyrel evade, Credit Lyon- 
nais’ chairman, has stressed that 

these disposals would make the 
bank no longer viable, but Brus- 
sels argues they would simply 
farce the French go ve r n ment to 
sell the bank to one of Its compet- 
itors more quickly . 

A decision is likely to be taken 
on tbe rescue plan at a meeting 
of the Commission in Strasbourg 
on May 13. However, farther 
delays to allow for technical dis- 
cussions may push an ann ounce- 
ment into the following week. 
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Are you a 
director of a 
business f 

ASK YOURSELF THE FOLLOWING QUESTIONS: 

I Do you need free business I n fainafi on and advice from experts? 

I Would you ben^j^mmeBt^antf entBM^cleiils in prestigious 
surroundings m central London? 

I Would you to with fei^ 

I Would you use a business travel sendee offertog competitive rates, free 
access to 15 VIP airport lounges to tinUK or signfficant discounts at 
Hilton Hoteto worldwide? . 

I would you benefit from a compreh e nsive professional development 
resource offering leafing edge courses, conferences and publications? 

I Should you be aware ot and insured against; your liabilities as a director? 

I Could you make use of an exclusive package of products and services 
including a Visa Gold Card witfi no annual fee, preferential rates on 
personal loans and many moire? 

IF THE ANSWER TO ANY OF THESE QUESTIONS IS YES... 

You would benefit from membership 
of the Institute of Directors. 

If you are a director, partner, sole proprietor or company secretary 

and would like more information about membership of the institute of 
Directors, call the Membership Development Department on 

0171 766 8888 FT001A 
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Berezovsky: on erf for CtS 


Berezovsky 


By John ThorabB D Moscow 


Boris Berezovsky, the 
controversial Russian busi- 
nessman who styles himself 
as the Kremlin’s eminence 
grise . was yesterday 
appointed secretary of the 
Commonwealth of Indepen- 
dent States with a brief to 
inject fresh life into the 
loose association of 12 for- 
mer Soviet states. 

The surprise appointment 


gives Mr Berezovsky a new 
platform from which to 
wield his influence and 
could lead to him playing an 
increased role in die devel- 
opment of the regional oil 

sector. 

Mr Berezovsky has previ- 
ously said that private capi- 
tal is the only force capable 
of consolidating the CIS. He 
said yesterday it was time to 
take “decisive steps to build 
a real Commonwealth of 


given brief to invigorate 


T^iA^»nd^nt States". 

But Mr Berezovsky faces 
an challenge in try- 

ing to invigorate the CIS, 
which was formed in 1991 
after the Soviet Union’s col- 
lapse but has been dismissed 
by many diplomats as an 
Irrelevant talking shop. 

This viewpoint was seem- 
ingly confirmed yesterday 
when the CIS leaders said 
they would not issue a com- 
munique after their meeting 


in Moscow because they had 
not agreed anything. 

President Boris Yeltsin 
said Mr Berezovsky's 
appointment had been pro- 
posed by Leonid Kuchma, 
president of Ukraine, and 
was unanimously supported 
by CHS leaders. 

But Mr Yeltsin, who is 
rumoured to have clashed 
with Mr Berezovsky 
recently, conspicuously 
refrained from giving the 


businessman his unequivo- 
cal backing. 

"Berezovsky is a lively 
man and we have travelled 
along part of the same road 
together." Mr Yeltsin said. *T 
sagfcpd him before, but that 
does not bother me now. I 
will work with him objec- 
tively for the sake of the 

as." 

Mr Berezovsky's appoint- 
ment incensed Russia's com- 
munist party, which is still 


smarting from last week’s 
humiliation when several of 
its MPs broke rank to vote 
for the confirmation of Ser- 
gei Kiriyenko as prime min- 
ister. 

Yesterday’s appointment 
also drew the fire of Yuri 
Luzhkov, Moscow’s populist 
mayor and budding presi- 
dential candidate, who 
accused Mr Berezovsky of 
wanting to -promote his per- 
sonal agenda. Moreover. Mr 



Berezovsky's elevation is 
bound to pit him against 
Boris Nemtsov, who was this 
week confirmed as deputy 
prims minister. 

Mr Nemtsov, who asserted 
yesterday that he would 
regain oversight of the oil 
p prf gas sectors, clashed with 
Mr Berezovsky last year. 
The two men fought a bitter 
struggle over pulley on oil 
pipeline routes in the Cauca- 
sus. 


Bourgeois seduction leaves Russia s once 
mighty Reds a whiter shade of pale 

Mothers-in-law proved to have a firmer grip than ideology, writes Chrystia Freeland, 
explaining Boris Yeltsin’s emasculation of Communist parliamentarians 


A s they have done all 
their life, thousands of 
ageing and ardent Com- 
munists will take to Russia's 
streets this weekend to cele- 
brate May Day. 

But this year, the Russian 
comrades have little to cheer 
about. Their Communist 
party, which once vowed to 
lead a global proletarian rev- 
olution, can no longer claim 
even the more modest title 
of an effective parliamentary 
opposition. 

The death of the Commu- 
nists as an effective parlia- 
mentary party can be dated 
precisely. The party expired 
last Friday, when it bowed 
to the Olympian will of Pres- 
ident Boris Yeltsin and 
helped confirm Sergei Kiri- 
yenko as prime minister. 

The vote was a turning- 
point in the fate of Russia's 
Communists because it 
offered a very public illustra- 
tion of a tendency long 
apparent in the party’s par- 
liamentary voting patterns. 
Notwithstanding the Com- 
munists’ rhetoric, in a 
crunch they routinely cave 


in tO the Kremlin. 

The battle over the prime 
minis ter was particularly 
humiliating because the 
Communist leaders had 
vowed that this time things 
would be different 

The day before the vote, 
Gennady Zyuganov, the 
party leader, vowed he 
would welcome the early 
elections which a third rejec- 
tion of Mr Kiriyenko’s candi- 
dacy would trigger. 

To ensure that party back- 
benchers followed this kami- 
kaze course, the party’s lead- 
ership said it wonld 
participate in the confirma- 
tion vote only If the ballot- 
ing was open. 

But. on the day. the Com- 
munist rank and file backed 
down. After the decision by 
the Duma, the lower house 
of parliament, to hold a 
secret, paper vote on Mr 
Kiriyenko, Mr Zyuganov said 
his legislators should 
abstain. They did not. 

“The Communists are 
grabbing ballot papers like 
hot cakes," one pro-govern- 
ment legislator crowed, in 


the middle of voting. 

The final results, in which 
Mr Kiriyenko was backed by 
Si oat of 450 deputies, indi- 
cated that the Communist 
parliamentarians had voted 
for the reformist young 
prime minister whom they 
had vowed to oppose. 

After the voting, disen- 
chanted Communist officials 
admitted as much, though 
they would not estimate how 
many had broken ranks. 

“If the Communists had 
firmly wanted to defeat Kiri- 
yenko, they could have," 
Andrei Fiontkovsky, head of 
the Moscow-based Centre for 
Strategic Studies, said. “It is 
a greet humiliation and loss 
of face for Zyuganov." 

Mr Zyuganov can at least 
take comfort from the fact 
that in its victory over the 
Communists, the Kremlin 
was playing with a stacked 
deck. The strong presidency 
entrenched by Russia's con- 
stitution is so mighty that & 
critical partlflirmnt rain voice 
its 'protest only at the high- 
est political price. If the 
Communists had gone 


through with th eir threat to 
oppose Mr Kiriyenko in the 
third round of voting, the 
parliament would automati- 
cally have been dissolved 

Worse still, the Duma’s 
sacrifice would have been 
for nought. After a triple 
rejection of his candidate 
and parliament's rtiemisaal , 
Mr Yeltsin would have had 
the right to unilaterally 
name Mr Kiriyenko prime 
minister. 

But these overwhelming 
presidential powers are not 
the whole story. The liberal 
Yabloko party, which after 
last week has emerged as 
Russia’s only serious politi- 
cal opposition, held firm 
even in the free of the Krem- 
lin's power. 

Tnstaad, the Communists 
were undone by a very bour- 
geois seduction. Individual 
deputies could not bring 
themselves to put a collec- 
tively agreed ideological line 
ahead of their personal 
self-interest in keeping their 
seats, and the comfortable 
Moscow lifestyle which goes 
with them. 



iXnta despaktComnxBsst deputies cootenipito last FrMay^ rata which ax^nned Sergei Kbtyenlco as prime mMstar Routers 


“We are voting not just far 
ourselves but for our wives 
and, most important of all, 
our mothers-in-law." one 
moderate Cnmmnnist deputy 
said, confessing that he 
p lanne d to back Mr Kiri- 
yenko in the third vote. 

“There was a majority of 
Communist party members 
who realised that saving 
their own personal hide was 
more important than party 
principle and party disci- 
pline," said Roland Nash of 


MFK-Renaissance „ a Moscow 
investment bank. “It shows 
quite dearly that Zyuganov 
is not able to control an 
organised opposition.” 

After Hite humiliating (US' 
play, politicians «wi analysts 
are wondering whether the 
Communist party , will split 
As Pravda, a left-leaning 
newspaper, put it "The gov- 
ernment crisis is over. Will a 
crisis of the opposition now 
begin?" 

In the short term, the 


answer seems to be no. Com- 
munist leaders said after last 
week's vote that they would 
not even reprimand rebel 
members who backed Mr 
Kiriyenko. 

In the longer run, how- 
eve*. a divirion seems inevi- 
table. Observers predict the 
Communist party will break 
up into a harriiinp faction 
and a social democratic 
group. 

Until that happens, the 
Communists seemed doomed 


to the worst sort of political 
impotence. They may be able 
to pummel the Kremlin with 
abusive rhetoric, but when 
the chips are down no one 
believes the Communists 
will fight. 

For Mr Yeltsin, this is 
highly satisfactory. But Rus- 
sian democracy cannot be 
considered in perfect health 
when the country's most 
popular opposition party is 
opposed to the government 
in name alone. 


Kuchma critic 
is thrown out 
of parliament 


By Charles Clover in Kiev 

A prominent opposition 
figure in Ukraine has been 
stripped of his parliamentary 
seat in the latest and most 
blatant example of what 
many are calling govern- 
ment interference in the 
results of last month’s par- 
liamentary elections. 

Serhiy Holovaty, a former 
justice minister and vocal 
critic of President Leonid 
Kuchma's administration, 
lost his seat last Friday after 
a Kiev court annulled the 
results of the election in his 
district 

He is one of several opposi- 
tion figures who won seats, 
only to have the results 
declared invalid. Natalia 
Vitrenko, leader of the ultra- 
radical Progressive Socialist 
party, and Yuri Orobets, a 
member of Mr Holovaty's 
election bloc. Forward 
Ukraine!, also had their 
results annulled. 

In all, there are 21 other 
districts where election 
results are being contested, 
in courts. 

Most involve well-known 
opposition figures and/or 
communists. 

What makes Mr Holovaty’s 
case particularly trouble- 
some. though, is that 
Ukraine’s central election 
commission had already 
examined the complaint that 
ultimately disqualified him 
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and declared him the win- 
ner. The case was then pres- 
ented to a district court, 
which invalidated the elec- 
tion without presenting a 
reason. 

Western diplomats say the 
case is h ighly irregular. 

Mr Holovaty contends that 
the court was manipulated 
by Mr Kuchma's administra- 
tion, which sees him as a 
political threat 

While Mr Holovaty served 
as justice minister last year, 
he spearheaded a campaign 


against corruption in the 
government, and was subse- 
quently drummed out of 
office. 

He is to challenge Mr 
Kuchma In presidential elec- 
tions next year. 

The government has also 
faced accusations from virtu- 
ally every political party 
that it manipulated the vote 
counting to benefit the Popu- 
lar Democratic party, whose 
members include Valery 
Pustovoitenko, the prime 
minister. 

Roughly 16,000 Ukrainian 
and foreign observers moni- 
tored the elections last 
mouth- They issued reports 
which declared that, by and 
large, the voting was free 
and fair. 

• The US secretary of state, 
Madeleine Albright, said yes- 
terday the US would not cut 
direct aid to Ukraine. With 
$225m a year, Ukraine is the 
third largest recipient of US 
aid worldwide. 

Congress had required the 

aid to be conditional on 
improved Ukrainian treat- 
ment of US investors by 
today. 


K OSOV O CRISIS WAS HINGTO N EXPECTED TO PRESS FOR FURTHER SANCTIONS AGA I NST BELGRADE 

Kosovo separatists declare war 


By James Blitz In Rome and 
Gay Din more m Pristina 


Senior officials from the 
six-nation Contact Group 
were yesterday meeting in 
Rome to try to coax the fed- 
eral Yugoslav government 
and ethnic Albanians in the 
Serbian province of Kosovo 
to start negotiations over the 
future of the region. 

They met as the separatist 
Kosovo Liberation Army 
(KLA), a shadowy group of 
ethnic Albanian rebels, 
declared itself at war with 
Serbia, called for foreign 
mediation and demanded a 
place at the negotiating 
table. 

Amid fears that the vio- 
lence in the area could lead 
to an explosive new war in 
the Balkans, officials from 


the main powers - the US, 
UK, Italy. France, Russia 
and Germany - were meet- 
ing to try and agree a com- 
mon line an approaching the 
Belgrade gnv pmTnpn t 

Washington was expected 
to push for more sanctions 
against Slobodan Milosevic, 
federal Yugoslav president, 
at the meeting. Its tough 
stance was expected to be 
backed by Britain and Ger- 
many but less so by the 
other three members of the 
group. 

With Serb police continu- 
ing operations In the central 
Drenica area, near Pristina, 
senior officials from the con- 
tact group said they regard- 
ed the situation in the region 
as “extremely dangerous”. 

Mourners attending a 
funeral yesterday for three 


Albanians killed by the Serb- 
led Yugoslav army came 
under fire y e s t erday as they 
returned home. One man 
was reported killed and sev- 
eral wounded. 

In a rare statement, sent 
to Albanian language news- 
papers, tbe KLA general 
staff said: "We call on libera- 
tion forces to join ns in a 
war against our enemy." 

The rebel group, with a 
core of about several bun- 


rivflians. Several Serb villag- 
ers were abducted by armed 
Albanians last week and rel- 
atives fear they have been 
killed by the KLA. 

In an attack on the non- 
violent policies of Ibrahim 
Rudova, leader erf Kosovo's 
Albanian majority, the KLA 
said “cowards of defeatism 
should leave". 

The statement said tbe 
KLA wanted to talk with the 
Serbian government but 


died fighters, began stepping ' only with foreign mediation 
up attacks on government and after the withdrawal of 


targets and Albanian "col- 
laborators" last year. Its 
leaders are believed to be 
former political prisoners 
now based in western 
Europe. 

The KLA said it would 
respect international con- 
ventions and not attack 


Serbian and federal Yugo- 
slav security forces. “Any 
agreement without us will 
not be valid and will be pun- 
ished,” the KLA said. 

The crisis in Kosovo has 
deteriorated since Serbian 
police units launched an 
offensive on February 28 


against suspected KLA 
strongholds. More than 80 
Albanians were killed within 
a week and 120 people have 
died this year. 

US State Department offi- 
cials believe the situation 
could destabilise Albania 
and Macedonia, which also 
has an ethnic Albanian 
majority. 

Before yesterday’s meet- 
ing, the Albanian prime min- 
ister, Fatos Nano, called for 
the presence of a Nato force 
within his country to reduce 
the possibility of the crisis in 
Kosovo escalating. 

“We believe the presence 
of a Nato force in Bosnia is 
of real need and could 
increase security during the 
conflict." he wrote in a letter 
to Lamberto Dini, the Italian 
foreign minis ter. 



A&anians demonstrate over Kosova - the Albanian spelling - i 


r the Romemeeflhg of the Contact Group where ministers heW talcs on resolving fee conSct Reuters 


FRENCH ECONOMY SOCIALISTS DEFEND JOB CREATION PROPOSALS AND PUN TO REDUCE WORKING WEEK 


Jospin fends off censure in bullish display 


By Robert Graham in Paris 

An opposition censure 
motion on tbe economic poli- 
cies of France’s Socialist-led 
government failed yesterday 
to dent the coalition's 
authority and highlighted 
the weakness of the right- 
wing parties ousted from 
power last year. 

The government’s ability 
to survive the motion was 
never in doubt The drama 
of the occasion centred on 
the opposition's ability to 
score points by bringing out 
contradictions in the policies 


of Lionel Jospin, the prime 
minister . 

The government is vulner- 
able to criticism that it is 
embracing the European tin- 
gle currency without being 
willing to puisne the budget- 
ary discipline essential to 
make economic and mone- 
tary union a success. 

But Mr Jospin was able 
yesterday to boast Of 
France's strong economic 
growth, and the debate suc- 
ceeded instead in drawing 
attention to contradictions 
in the rigfatwing camp. 

“What are you trying to 


censure: the recovery in 
growth?" the prime minister 
asked confidently as the 
debate opened. He went on 
to defend his policies of job 
creation and his c on tr o v er- 
sial plans to reduce the 
working week from 3 to 86 
hours. 

The motion was put for- 
ward last week by the Gaull- 
lst RPR in an attempt to 
paper over the right’s revi- 
sions as France prepares to 
surrender its monetary sov- 
ereignty and join the euro- 
zone. The party refused to 
vote for a government reso- 


lution approving the euro 
using the excuse that this 
meant also hacking Mr Jos- 
pin’s economic policies. 

But this was a thinly dis- 
guised means of avoiding a 
damaging split between a 
strong euro-sceptic rump 
and those believing in mone- 
tary union such as their 
founder. President Jacques 
Chirac. 

To appease an angry Mr 
Chirac, the RPR leader, Phflr 
ippe Sdguin, agreed not to 
vote agains the euro resolu- 
tion, but walked out after 
tabling a censure motion. 


The other main rightwing 
party, the UDF, voted for the 
euro but agreed after modi 
pressure to back yesterday’s 
censure motion. 

Against this background 
the RPR and UDF 
approached yesterday’s 
debate with little stomach 
for a fight. Mr Chirac had 
earlier made it dear in pri- 
vate that a messy discussion 
mily days before this week- 
end's crucial EU summit 
launching the euro would 
risk damaging France's 
image. More importantly, he 
warned it could undermine 


France’s negotiating position 
on the vital issue of who 
should head tbe European 
Central Bank. 

France is out on a limb, 
having put forward its own 
candidate, tbe central tank 
governor. Jean-Claude Tric- 
heL The disarray yesterday 
among Mr Chirac’s party 
members, a good many of 
whom openly oppose the 
euro, was scarcely an 
encouraging signal for a 
head erf state due to outline 
Fiance’s credentials to play 
a leading role in monetary 
union. 


Czechs in 
scheme to 
attract 
foreign 
investors 

By Robert Anderson in Prague 

Tbe Czech cabinet yesterday 
approved a package of incen- 
tives to attract foreign inves- 
tors as representatives of 
Intel, the US computer chip 
manufacturer, flew into 
Prague to discuss a potential 
$500m investment. 

Until last summer, the 
government had criticised 
incentives as interfering 
with market forces mid had 
relied cm the country's head 
start in the post-communist 
transition process to attract 
investors. 

However, foreign direct 
investment has faiiw during 
the last three years from 
$2.5bn in 1995 to $1.3bn last 
year and Czech industry has 
struggled to restructure in a 
climate of slow growth, high 
interest rates and a poorly 
functi oning capital market 

“We have lost a lot of 
momentum." said Jan Hav- 
elka. head of Czechlnvest 
the government's invest- 
ment promotion arm, which 
put together the package. 
“But we have now overcome 
the first hurdle." 

The most important ele- 
ment of the package is a 
five-year deferment of corpo- 
ration tax, with a waiver and 
tax credit for the entire 
amount if invetment condi- 
tions are fulfilled. 

Tbe package seeks to 
address complaints about 
the customs system by waiv- 
ing duty on imported high 
technology equipment, 
remitting VAT deposits and 
permitting zones with cus- 
tomers’ facilities on site. 

The government will also 
subsidise retraining, and in 
certain regions, give grants 
of Kc80,000 ($2,421) for each 
job created. 

It will also help local 
authorities to provide land 
and infrastructure at a sym- 
bolic price. 

However, the incentives 
are only available for manu- 
facturing Investments of 
more than S25m over five 
years by new companies. 
They are also still less gener- 
ous than those offered by 
Poland and Hungary, which 
have left the Czech Republic 
standing in the competition 
for foreign investment. 

It is also questionable 
whether the package will be 
sufficient to attract Intel, 
which is believed to be con- 
sidering other sites in Portu- 
gal and Egypt for its Pen- 
tium chip manufacturing 
plant 
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TOXIC WASTE 

Spanish park ‘still under 
threat’ from mine spill 

Environmentalists said yesterday that contamination from a 
toxic spffl had seeped into Europe's largest national parft. 
despite Spanish government assurances that the park was 
out of danger. Poisons are reported to have drained Wo the 
underground water supply of the Donana National Park from 
tomes of toxic sludge left on its outskirts on Sunday. 

The errata began on Saturday when a mine roservilr west of 
Seville ruptured, pouring 5m cu metres of sludge into the 
nearby Guadtamar River. 

The environment minister, Isabel Todno. said the 75,000- 
hectare park had been saved by makeshift dams that htnr kwd 
the toxic flow and rerouted it towards the Gulf of But 
environmentalists contend the reserve is now at risk of a 
“slow death" from the accumulation of toxins in surrounding 
areas that serve as feeding grounds for birds and other wild- 
life. 

■ The mine’s owner, Bolkfen, said yesterday it did not yet 
know the cause of the spiB. its chief executive officer, Anders 
Butaw, said Rabttity would be set by the courts and would 
hinge on what prompted the spilL Reuters, Sevffle 
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Dumas served with indictment 

Roland Dumas, the head of France’s constitutional court and 
a foreign minister under President Frangms Mitterrand, was 
yesterday served with an indictment in a case concerning ille- 
gal commissions on the 1991 sale of six frigates to Taiwan. 

Paris magistrates are investigating Mr Dumas, 75, who is 
also a leading Paris lawyer, tor an alleged abuse of public 
office. The move was widely expected after he was served in 
March with a summons in the frigates affair. 

Between now and May 29 he will have to post ball of 
FFr5 m (5830,000m) and he wfll be banned from travelling to 
Andorra, Antigua, Liechtenstein, Luxembourg and Monaco. 
Robert Graham, Paris 


^BASQUE SEPARATISTS 

Eta 'ready to learn’ from Irish 

Eta, the outlawed Basque separatist group, said yesterday it 
was "ready to leam" from the example of the political agree- 
ment reached in Northern Ireland earlier this month. 

However, in its first comment on the Northern Irish break- 
through, it gave no indication that it was willing to call a 
ceasefire. Its statement was not expected to alter the Spanish 
government's firm stance against holding negotiations with 
Eta's political allies in the radical Basque party. Hern Bata- 
suna. 

The Eta statement, published in the extremist Basque daily 
Egin, claimed responsibility for 15 recent attacks, including 
the murder in Seville m January of a local councilor from the 
ruling Popular party and his wife. Three Eta members have 
been charged with the killing. 

Carlos Iturgaiz, Popular party leader In the Basque region, 
has described comparisons with Northern Ireland as "odious". 
While it welcomed the Belfast agreement, the Spanish gov- 
ernment has argued that there are significant differences 
.. ) between the two con fli ct s . David White, Madrid 
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Argentina to extradite Croat 

Argentina says it win ensure a speedy extradition to Croatia 
for a second world war concentration camp commander, 
Dinko Saktc, so that he can stand trial The foreign ministry 
said it had received an extradition request from Croatia on 
Monday and hod akeady forwarded ft to the state prosectrtor 
“so that he can be extradited as soot as possible". 

Argentina and Croatia are under international pressure to 
ensure that Mr Sakic, 76. stands trial in his homeland for 
alleged war crimes committed when he ran the Jasenovac 
camp under Croatia's Nazi-backed wartime state. 

Mr Sakic, who has lived in Argentina openly for 50 years, 
disappeared whan his past was revealed by an Argentine tele- 
vision programme last month. 

His wife Esperanza sad earlier this month that her husband 
was "as Innocent as a breast-feeding baby". Mr Sakic said in 
the Channel 13 interview that alerted the world to his where- 
abouts; “When I was there, no guard or administrator was 
allowed to so much as touch a prisoner." 

He was commander of Jasenovac from 1942 to 1944. The 
number of Serbs, gypsies and Jews kflled there has long been 
disputed. The Serbs say 700.000 died but Croatian estimates 
say it was around 85,000. Reuters, Buenos Aires 


ARMS INDUSTRY 

Giat sharply cuts losses 

Giat Industries, the French state-owned tank and munitions 
maker, has reported a sharp reduction in annual losses, while 
warning it is unlikely to break even this year. 

The company, manufacturer of the Leclerc tank, made a net 
loss of FFr463m ($77m) in 1997. against FFr2 -2bn the previ- 
ous year. Turnover climbed 10 per cent to FFr6.7bn. thanks to 
on increase in the rate of tank deSveries to the United Arab 
Emirates. 

The group is supplying 436 tanks to the UAE at a fixed dol- 
lar price of S3.6bn over seven yeas. Exports accounted for 
50 per cent of turnover. 

The company recently received a boost when it was part of 
the winning consortium tor a S5bn contract to build a Euro- 
pean armoured personnel carrier, nicknamed the ‘battlefield 
taxi". However, Jacques Loppioa chairman, said the group 
would find it difficult to ream break even in 1998. “taking 
defends budget restrictions into account". 

The results were published as Gicat, a grouping of French 
terrestrial deforce manufacturers, said turnover generatedby 
the French land-based arms industry feB 7 per cent In 1997 
from FFr23.9bft to FFr22.2bn. David Owen. Paris 


SOCCER COMPETITION 

Uefa looks at club ownership 

Uefa, European soccer's controlling body, yesterday 
announced the creation of 3 taskforce to consider ch angin g 
toe rutas to 'prevent dubs with toe same owner competing in 
toe same competition. At an executive committee meeting in 
Dublin, it was decided to appoint a eight-member team which 
win cafi on expert witnesses. . 

Karel Van Mnri, too European Union's competition comm ta- 
s toner. told Uefe last week that Brussels might consider a ru- 
ing to cum mutttpie ownership of elute. Gerhard Aigner. 
Uda*s general secretary, said the problem threatened the 

“integrity of the game". 

He dted the case of Canal Rus. the French TV station 

which owns Paris St Germain and Geneva's leading club in 
Switzerland, and noted "plans by other media groups to 
acquire dubs". 

Hs said Uefa was already talking with Enic, a Londoo- 
haseri^wsstmera trust which owns stakes in Glasgow Rang- 
“Si AK Athens, State Prague. Vfcarea aid MTK of Hungary 
- three o# which: reached toe last eight in this season's Cup 
Wlnnara Cup. Uafe knows of "four cases where there tea 
concentration of ownership, and &ric is the leading one ■ 
said. John Murity Brown, Dublin 


DANISH LABOUR DISPUTE TRANSPORT AND MANUFACTURING DISRUPTED BY NATIONAL STOPPAGE 


Talks open as Danish strike starts to bite 


By Tbn Bmt hi Stock h olm 

Danish employers trade 

union leaders yesterday held 
preliminary talks aimed at 
ending a national strike 
which has paralysed indus- 
trial production and trans- 
port this week. 

The talks were the first 
contact between labour lead- 
ers anrf employers the 

dispute started four days 
ago. They took place as 
supplies in many Danish 
supermarkets and petrol 
stations began to run 
out. 

However, leading Danish 
economists said the esti- 
mated 560.000 strikers would 
be unlikely to return to work 
before the weekend, even If 
♦he negotiations did result in 
an outline deal 

Jorgen Birger Christensen, 
chief economist at Den 
Danske Rank said the strike 
could last at least another 
week because many union 
members would not go back 
without a fresh ballot on the 


two-year pay deal at 
the centre of the 
dispute. 

“It could take at least four 
days to arrange such a bal- 
lot, and we would be very 
surprised If the talks 
resulted In a quick solution,” 
he -gaid. 

The industrial action has 
begun to disrupt Danish 
exports and has brought 
Copenhagen airport to a vir- 
tual standstill. It is esti- 
mated to be (testing the Dan- 
ish economy DErlbn ($150m) 
a day. 

Disruption caused by the 
dispute has also begun to 
hamper manufacturing in 
neighbouring countries 
which rely on components 
from Denmark. 

Saab Automobile, the 
Swedish carmaker, said it 
would have to halt produc- 
tion today after running out 
of engine blocks supplied 
from pflreph plants. 

The company said yester- 
day that some of its 4,000 
workers could be laid off, 


adding that It would take at 
least two days to resume toll 
production once supplies 
returned to normal. 

So far, the left-of-centre 
Danish government has 
refused to intervene in the 
dispute, partly to avoid 
antagonising union members 
ahead of the crucial May 28 
referendum when voters will 
be asked to accept the Euro- 
pean Union’s Amsterdam 
treaty on closer European 
integration. 

Ove Hygum, labour minis- 
ter in the Soda! Democrat- 
led coalition, said: "Vital 
Interests in sodety must he 
at stake before we intervene. 
And we are still tor away 
from that" 

The strike was called after 
union members rejected a 
recommendation by their 
leaders to accept a two-year 
pay deal, which would have 
increased wages by 4J25 per 
cent this year and 4 per cent 
next They want a new deal 
to include a sixth week of 
jinrmal pairi holiday. 



A striker harangues Hans Jensen (Ml), chairman of toe trade union federation, 
Copenhagen Town Hate Square. Posters in the background demand six weeks' 


at a rafly bi the 
hoflday 


AP 


EU staff to stop work over review paper 


tsfcandar and Netted 
Sraftfi in Brussels 


TYade union representatives 
are predicting strong sup- 
port for a strike today by 
European Commission staff 
aithniigfi parts of the Euro- 
pean Union’s executive arm 
will be working normally, or 
at reduced strength. 

"We have massive support 
from staff," said a spokes- 
woman for FFPE. one of the 
six unions which have called 
the strike. The dispute is 
over the Caston-Smidt Issues 


Spanish 
Socialists 
trying to 
stop split 

By David White in Madrid 


Spain’s Socialist opposition 
was yesterday trying to 
avoid an internal showdown 
after the election of Jos6 
Borrell. former public works 
minister, as its candidate for 
prime minister in the next 
general election. 

His victory over Joaquin 
Almunla. the party’s sec- 
retary-general , in a secret 
ballot of members last Fri- 
day created the unprece- 
dented spectacle of two 
party heads vying for control 
over policy and tactics. 

Mr Borrell, anxious to 
build on the spectacular suc- 
cess of his “primary" cam- 
paign, made it clear he 
wanted to run his own elec- 
tion machine and shape the 
party's platform to fight the 
centre-right government 
But Mr Almunla, who in 
economic policy is more 
in clined towards free-market 
orthodoxy, insisted that the 
existing party organs should 
keep their role In setting the 
programme. 

Mr Almunia has threat- 
ened to call a special con- 
gress to elect a new leader- 
ship- But Mr Barren does not 
want this, for fear that his 
newly launched candidacy 
would lose its gioiiwniuin. 

On the other hand, the 
party's present statutes have 
no rules to deal with the cur- 
rent “double-beaded" situa- 
tion. It has until now main- 
tained a tight organisational 
structure, dating from its 
period as a clandestine party 
during the Francoist era. 

Felipe Gonzalez, the far- 
mer prime minister who 
stood down from the leader 
ship after 23 years last June, 
offered to mediate to reach a 
compromise arrangement. 

After faffing an Tuesday to 
resolve their differences on 
how to share responsibili- 
ties, Mr Borrell and Mr 
Almunia continued discus- 
sions on a visit to Seville 
yesterday. 

The Popular party govern- 
ment said Mr Barren's nomi- 
nation did not alter its plan 
to wait until the end of its 
term in early 2000 before 
b owing g eneral elections. 

However, fresh questions 
have been raised about the 
timing of regional elections 
in Catalonia, which could 
affect the government's cal- 
culations. These depend 
partly on Jordi Pujol, the 
Catalan president, whose 
party prorides crucial parlia- 
mentary support for the 
Madrid government. 

He has been counting an 
holding regional elections 
well ahead of the general 
elections, probably next 
spring. A Socialist revival, 
with the Catalan Mr Barren 
as a national figurehead, 
could make him reconsider. 


Paper, an internal document 
which reviews the Commis- 
ston’s or ganisa ti on and sug- 
gests possible changes. 

The report was made 
available to staff ahead of a' 
debate next month on 
modernising the Commis- 
sion. Plans to end job secu- 
rity and make staff more 
accountable are part of a 
wider effort by Erkki Liika- 
nen, the Finnish commis- 
sioner in charge of budget, 
personnel and administra- 
tion, to increase efficiency 
and transparency. 


Union representatives said 
yesterday the 24-hour strike 
could be the first of a series 
of protests. “We are waiting 
to see the Commission's 
reaction," said one delegate. 
“If Liikanen does not aban- 
don the Caston report, there 
will be tortber action." 

However, Mr Liikanen 
defend ed the report in the 
name of “an effective public 
administration", which 
should guarantee officials' 
right to express themselves 
freely. 

Earlier this week, Mr Lii- 


kanen said the document 
would have “no official sta- 
tus" and would not be the 
starting point of future dis- 
cussions. But union repre- 
sentatives are still Insisting 
the report be declared null 
and void. 

A meeting of EU health 
ministers in Luxembourg 
will go ahead today, 
although there will be fewer 
Commission officials than 
normal at work. 

The unions declined to 
estimate the response to the 
strike, but the Commission 


said that 10 includ- 

ing the six which called the 
action, represent between 
8,000 and 10,000 of its 17.000 
employees. 

• The Commission yester- 
day approved a 1999 budget 
for the EU, which will 
increase commitments to 
structural funds by 16.6 per 
cent to 39bn euros (about 
$43bn) and bold spending on 
agriculture at 1997 levels of 
about E40bn. 

The proposals total E96bn 
in expenditure commit- 
ments. The level of expendi- 


ture will be 1.11 per cent of 
gross national product com- 
paring with an obligatory 
c alling of 1.27 per cent 

The Commission also sup- 
ported the stance of Mario 
Monti, the internal market 
commissioner, in resisting 
drawing up a report on the 
proposed abolition of duty 
free sales. 

EU transport ministers 
called for such a report last 
month. Some countries, 
including Ireland, are having 
second thoughts about aboli- 
tion. 


\ 



LONDONTORFAITING 


Cyprus Ltd 
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Egyptian television satellite launched 


By Marie Huband in Cairo 

Egyptian satellite 
broadcasters will start trans- 
mitting programmes 
throughout the Middle East 
and Mediterranean on May 
31 following the successful 
launch of Egypt's first satel- 
lite yesterday. 

The 5158m Nilesat 101 sat- 
ellite was launched from a 
European Ariane rocket car- 
rying two satellites - the 
other for Broadcasting Satel- 
lite Systems of Japan — from 
a launch site in French Guy- 
ana. The Egyptian satellite 
win allow up to 84 channels 
to be transmitted across a 


region that has until now 
been dominated by non-Arab 
or Saudi Arabian satellite 

broadcasters. 

‘This is a very Important 
moment for Egypt and the 
Arab world to have, through 
. this launch, a very advanced 
satellite that serves the 
whole Arab area with cul- 
ture. enlightenment and 
entertainment." Amin Bas- 
siouni, Nilesat’s chairman 
said alter the launch. 

However, debate has inten- 
sified as to how enlightened 
the output will be, following 
a decision to deny private 
broadcasters the opportunity 
to use the satellite. 


Nilesat is 40 per cent 
owned by the Egyptian 
Radio and Television Union 
(ERTU), a department of the 
ministry of communications. 
Two public sector banks 
jointly own 15 per cent, 
while 10 per cent is owned 
by an Egyptian public sector 
armaments manufacturer, 
the Arab Organisation for 
Industrialisation, which is 
run by army generals. 

Despite 20 per cent of the 
company having been 
floated on the Egyptian 
Stock Exchange, there is no 
suggestion that the new ven- 
ture will reflect any more 
openness following a recent 


government decision to 
impose strict rules on news- 
papers •' and ..magazines, 
which has farced many to 
close. 

For some business people. 
It was hoped the new. satel- 
lite would offer an opportu- 
nity to launch a serious rival 
to the highly conservative 
Saudi Arabian influence 
which, do mina tes Arabic lan- 
guage satellite broadcasting. 

“The Saudis have bought 
all the finest Egyptian films. 
Now, if you want to produce 
a film and broadcast it, you 
have seQ'it to a Saudi televi- 
sion station." said a leading 
Egyp tian businessman who 


hopes to renf'two channels 
on the new satellite. . 

“This means that Islamic 
rules will strictly . apply, 
even in countries’ where 
there are large non-Moslem 
minorities. Equally; if you 
want to broadcast singing, 
the Saudis at the moment 
are the ones who either 
approve or disapprove of the 
Egyptian angers. Instead of 
allowing Saudi culture to 
dominate, I am trying to 
encourage Egyptian and Leb- 
•anese culture," he said. 

Apart from educational 
and publicity purposes; ' the 
Egyptian government hopes, 
to save money from the new 


venture,' in' which :if has 
invested' 540m. The govern- 
ment currmitly.sper^ ; 
annually renting . satellite 
space; The-Niifesat digital 
system will provide channel 
rental access fbr - around 
$500,000 a year per channel 
Two. channels have been 
■ -rented to the governments of 
libyh and Iraq, as wen, as., 
several other Arab' states. . 

TJse-'of this satellite trill 
improve the quality of oin^ 
local transmission, by cover- 
ing every comer ofthe-caun- 
;try, :which the current s$r- 
; yfce does not do,” said N&bfl- 
t Osman, director of Egypt’s 
iState Information Service. 


El Nino may have stopped the rain, but 
it was man who made Sudan’s famine 



aavrr v- — 




Michela Wrong explains why starvation in 
the south of the troubled country has 
more to do with war than with drought 


F amiliar images of chil- 
dren with distended sto- 
machs and matchstick 
limbs fill the newspapers. 
The World Food Programme 
says 350,000 people axe in 
imminent danger. Save the 
Children and World Vision 
have launched famine 
appeals. Even Bob Geldof is 
galloping back into action. 

hi danger of being lost to 
the rising tide of interna- 
tional alarm is the fact that 
the latest to a long series of 
crises to southern Sudan is 
more man-made than natu- 
ral 

Sudan’s 15-year civil war 
has been characterised by a 
cynical readiness by both 
the northern Islamic govern- 
ment and soathern Christian 
rebels to use famin e as an 
extra weapon, a tactic call- 
ing into question the merits 
of the massive western feed- 
ing operation launched a 
decade ago. 

“It's true that even by 
southern Sudan's standards, 
the drought has been partic- 
ularly bad this year. But 
what you’re seeing is 50 per 
cent man-made." says Peter 
Veraey, a researcher on 
Sudan. “Both sides are will- 
ing to trade on the existence 


of famine while refusing to 
acknowledge their role In 
creating it" 

Aid workers returning 
from Bahr el-Ghazal worst- 
hit of several affected 
regions, tell of famili es liv- 
ing off leaves, villagers eat- 
ing seed stock and “walking 
skeletons” arriving at food 
distribution points having 
seen their children die on 
the way. 


(SPLA), the southern rebel 
movement led by John Gar- 
ang. and joined the govern- 
ment side. 

Helped by northern-backed 
Arab nomads known as 
“murahaleen", his fighters 
mercilessly looted Bahr el 
Ghazal, burning crops, torch- 
ing grain stores and razing a 
province from which much 
of the SPLA’s leadership 
originated. 

“The way the north used 
Kerubino was typical of the 
north’s divide-and-rule tac- 
tics," says Mr Vemey. “They 
weaken the population by 


Cynics suggest Khartoum 
is actually counting on a famine to 
win it valuable breathing space 


“It's the worst I’ve ever 
seen," says Norman Sheehan 
from the Irish charity Goal, 
back from the town of Tur- 
alei. “People talk about a 
looming disaster, but it's 
already here. There is no 
coping mechanism left” 

El Nino's freak weather 
certainly played its part. But 
the south-western province 
was traumatised years .ear- 
lier, when Kerubino Kwan- 
yln Bol, a local warlord, 
defected from the Sudan 
People's Liberation Army 


picking off splinter groups 
and sowing Internal dis- 
sent." 

In January a disaffected 
Mr Kerubino surprised 
everyone by turning on his 
new-found allies, rejoining 
the SPLA attacking the 
key town erf Wau. The man 
known contemptuously by 
Sudanese villagers as “the 
Fool” is now. ironically, 
appealing for aid. 

But the damage had been 
done. For three years to suc- 
cession, crops have gone 


unsown, leaving the popula- 
tion dependent on the 
United Nations and private 
agencies which send food via 
their Kenyan base to Loki- 
chokio, under the of 
Operation Lifeline Sudan. 
OLS relies on monthly per- 
mits from the Khartoum 
administration for its deliv- 
eries. While professing con- 
cern, the government has 
little sympathy for Bahr el 
GhazaTs Christian, Dinka 
inhab i tan ts Understandably, 
it is anxious to ensure aid 
drops do not end up feeding 
the rebels. 

At one stage, permits were 
not Issued for flights to the- 
region for six weeks. Khar- 
toum has only just author- 
ised the OLS to use a second 
Hercules to fly to food, after 
WFP protested that one air- 
craft was not enough. But 
two aircraft still only allow 
50 per cent of needs to be 
met, aid say. 

Cynics suggest Khartoum, 
on the defensive militarily 

and iwlatwH rit plrtma H r-flUy , 

is actually counting on a 
fa min e to win it valuable 
breathing space. 

After a year of conquests 
in east and south, the SPLA 
stands poised to seize many 
of the garrison towns of 
Bahr el Ghazal, opening up a 
critical rail route into the 
north. Dangerously close lies 
Bentiu. where Khartoum 
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hopes to start tapping ofl it 
will pump to Port Sudan to 
fund a fla gg in g war effort. 

“The government is des- 
perate to get the pipeline 
project going,'’ said a Suda- 
nese analyst. “So they're 
looking fbr any nwmns possi- 
ble to persuade the interna- 
tional community to pressur- 
ise the SPLA into a 
ceasefire. If CNN images of 
starving children are what it 
takes, so be it” 

The rains are approaching. 
.If Bahr .el GhazaTs fanners 
do not receive seeds to plant 
to the next fortnight there 
will be no harvest to reap to 
August But with aid organi- 


sations reporting “donor 
fatigue" at an all-time high, 
even- the. unsatisfactory 
sticking plaster of assistance 
is going to be difficult to 
ap ply this tiine arotind. . 

As for longer term solu- 
tions. a new round of peace 
talks is due to open to Nai- 
robi on May 4. Bat . both 
sides seem too mutually sus- 
picious to allow a settle- 
ment. So - Bahr el GhazaTs 
inhabitants," and - the aid 
agencies, seem doomed to 
continue being manipulated 
in this most painful of 
games. “In this mess, there 
are no angels,” said an aid 
worker yesterday. 


Former US under f 

guerrilla pressure 

to head on green 

SA forces protocol 

By Victor 1b9et > fly im SBber at ** 

toJpftM ces faurg . Wfed b J tefJTflrii 

The . South African Britain yesterday signed the 
government yesterday Kjloto protocol on srt;en- 
appointed Siphiwe Nyanda, a bouse gas reductions ana 
-farmer African National urged the US to follow suit 
Congress guerrilla trained to John Prescott, the UK dep* 
-East Germany tuid the uty prime minister, speaking 
Soviet -Union, as the conn- at the UN headquarters in 
try's first black armed forces New York formally pledged 
chief. ■ to slash combined emissions 

Lt-Gen Nyanda,- aged 47, of six key greenhouse gases 
was given the job by the .cab- ' by at least 5 per cent by the 
met at short notice following year 2010. 
flip resignation earlier this “The developed countries 
Tnnnrfi of George Meiring, an had to lead the way, said 
AftiiranBr g wipn ii who over- .Mr Prescott, adding be 
saw the transition from would press developing 
white minority rule to countries to do their part, 
democracy to 1994. The US, which accounts 

. Gen Meiring quit a year for 36.1 per cent aT carbon , 
before he was due to retire dioxide emissions, and Rus- 
over suggestions that right- sia, 17.4 per cent, have yet to 
wing white officers tried to sign the climate change 
Tirwiprmina the government treaty, which later must be 
with .'-a false intelligence ratified by national par ha- 
report about a coup plot by ments. Japan, which last 
disaffected left-wing radicals. December hosted the proto* 
Lt-Gen Nyanda was one of col negotiations, initialled it 
the 130 suspects named in on Monday, 
that report^ which Gen Matr- Mr Prescott and Britt Bier- 

fag passed to President Nel- regaard, EU environment 
son Mandela; Mr Mandela commissioner, said yester- 
and his ai dw dismissed the day they were pressing 
report as l udicr ous. Washington to endorse the 

In toe apartheid era, Lt- protocol. Ms Bjerregaard 
Gen Nyanda, whose brother said: “1 hope by being here 
Zwelakhe was killed by and by si gning for the Euro- 
South African government pean Union, we are stressing 
bi Swaziland in 1983, very clearly that we would 
worked on South Africa's like. . . the programme Presl- . 
eastern frontier as a cbm- dent Clinton presented tc^’ * 
mander in Umkbonto we the Congress to go through. 
Sizwe (Spear of the Nation), The EU, which has agreed 
toe ANCTs military wing. to an eight per emit overall 
His most difficult task will reduction, has yet to pin- 
be to integrate thousands of point targets fbr each mem- 
former guerrillas like him- ber. "The EU has laid down 
self tote the South African the gauntlet for the US. but 
National Defence Force - this is undermined by inter- 
file previously white-domi- nal squabbling about how 
nated military machine much each EU country will 
whose main purpose was to cut its greenhouse gas emis- 
destroy the ANC - while sions," said Nick Mabey of 
simultaneously ratting costs the World Wildlife Federa- 
and reducing the headcount tion. 
from 90.000 to 70.000. Cuts in the three most 

Some of the farmer goer- important gases - carbon 
riflas . who were notoriously dioxide, methane and 
ineffective and no for nitrous oxide - will be mea- 
the army on the battlefield, sured against a base year of 
have complained that their 1990. By the end of y ester- 
senior white colleagues are day. 34 countries were tc» -■ 
racists' who discriminate have signed the protocol* 
against them in awarding opened for signature last 
mpHate and bonus payments, month. 


fly Vtoter Mall et • 
fr Johannesburg ... 

The .South African 
government yesterday 
appointed Siphiwe Nyanda, a 
farmer .African National 
Congress guerrilla trained to 
-East. .Germany -and the ; 
Soviet Union, as the corn- ; 
try's, first black armed forces 
chie£ : ' 

Lt-Gen Nyanda,- aged 47, 
was given the job by the .cab- ' 
met at short notice following 
the resignation earlier fids 
month of George Meiring, an 
Afrikaner . general .who over- 
saw toe . transition .from, 
white minority . rule to 
democracy to 1994. 

. Gen Meiring quit a year 
before he was due to retire 
over suggestions that right, 
wing white officers tried to 
undermine the government 
with - a false intelligence 
report about a coup plot by 
disaffected left-wing radicals. 
Lt-Gen Nyanda was one of 
the 130 suspects named to 
that repartr which Gen Mehv 
ing passed to President Nel- 
son Mandela; Mr Mandela 
and Ins ai des dismissed the 
report as ludicrous. 

In tote apartheid era, Lt- 
Gen Nyanda, whose brother 
Zwelakhe was killed by 
South African government 
in Swaziland to 1983, 
worked on South Africa's 
eastern frontier as a com- 
mander in Umkhonto we 
Sizwe (Spear of file Nation), 
toe ANCTs military wing. 

His most difficult task will 
be to integrate thousands of 
former guerrillas like him- 
self Into Win South AfHfffln 

National Defence Force - 
the previously white-domi- 
nated military machine 
whose main purpose was to 
destroy the ANC - while 
simultaneously cutting costs 
and reducing the headcount 
from 90 .000 to 70.000. 

Some of the former guer- 
rillas, who were notoriously 
ineffective and no match for 
the army on the battlefield, 
have complained that their 
senior white colleagues are 
racists' who discriminate 
against them in awarding 
medals and bonus payments. 
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Parents In Bosnia would no 
sooner let a child go out and 
play than let them get Into a 
oar with a complete stranger. 

Beaus, Must IB childra a week are heiag 
killed or watered by the 4 niUtea aaexplsdad 
lud ■lies ia tbs famer Yugoslavia. 

Which is why at Children in Crisis, we are 
creating safe play arras, where children ns 
ria, cffwfa aid play sparts, without awing fa 
any barn. Bat fa undertake this fash, we need 
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* yswr help. It casts £1 fa huy a wine, hat ap fa 
£58B fa dear sna. Of oily it mu as expensive 
. -to destroy lives as ft was fa safegaard thaw, 
yna way sat to reading filial. 

BJ i fertsaatel y ttwagh, our wsrk doesn’t end 
la Basaia. la fact, it has bees estimated that 
far every child as the planet, there is saw ou 
land nine. No wonder that even in anntries 
where peace has baea restored, we’d rather 
keep digging ap the past, than fargat it. 

la altaw n to rantinue ear wait, please fHI 
ia the anpra and wake a dnatioa. (For only 
£10 per child, we can create a safe play area). 

“Gan Jabaiy cams aat fa piny?” Su, white 
year money way set be ahie to chaage the 
world, it could vary wall change our headline. 
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Film rights 
revenue set 
for growth 


By Aflce Rmrsttiom 
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The market for film rights is 
od track for dramatic 
growth, with the annual rev- 
enue generated by the film 
libraries belonging to the 
seven largest Hollywood stu- 
dios set to increase from 
$7bn this year to Sllbn by 
2002. 

Demand for feature film 
rights haa already risen 
sharply in the 1980s as hun- 
dreds of new terrestrial, 
cable and satellite television 
channels have come on 
stream all over the world. 

A new study compiled by 
Market Track International, 
the research consultancy, for 
TV World and Screen Inter- 
national, the industry maga- 
zines, estimates the present 
value of the film archives 
owned by the seven studios 
- Sony. MGM, Paramount. 
Warner Bros, 20th Century 
Fox and Universal - at 
$40bn. 

It expects those libraries 
to be worth nearly S55bn in 
five years, when yet more 


EU urges 
deal on 
electronic 
trading 

By NeB Buctiey in Brussels 


The European Union has 
called on the World Trade 
Organisation to agree a basic 
set of principles for elec- 
tronic commerce - including 
broad support for US propos- 
als to keep goods and ser- 
vices delivered electronically 
duty-free. 

The EU move comes as the 
US is presang for an agree- 
.ment to ensure that products 
'such as music, films and 
software delivered in digital 
form are made permanently 
tariff-free before next 
month's WTO ministerial 
meeting in Geneva. 

It believes such an agree- 
ment would be an appropri- 
ate w«y to mark the 50th 
anniversary of the establish- 
ment of the multilateral 
trading system. The US 
issued a farad call in Feb- 
ruary fbr a WTO agreement 
on the issue, after President 
Bill Clinton first suggested it 
Last summer. 

The Organisation fbr Eco- 
nomic Co-operation and 
Development also agreed 
this week that ministers 
should work together in the 
WTO for agreement on trade 
aspects relating to economic 
commerce. 

In a written communica- 
tion - flagged at last Fri- 
day’s meeting of the WTO 
general council - the EU 
suggests the organisation 
should aim to agree on basic 
principles on electronic com- 
merce before the end of the 
year. It says the debate 
should focus on five main 
issues: 

• Agreement not to impose 
duties on cross-border trade 
In services by electronic 
means; 

• Ensuring effective protec- 
tion of privacy, when per- 
sonal data is sent across 
information networks; 

• Competition aspects of 
electronic commerce; 

• Clarification of which 
existing WTO provisions 
should be applicable to elec- 
tronic commerce: 

• Intellectual property and 
government procurement 




The EU paper also calls for 
recognition of the need to 
increase the participation of 
developing countries In elec- 
tronic commerce. 

The paper, agreed between 
the European Commission 
and EU states, reflects grow- 
ing recognition of the need 
far governing rules fbr eco- 
nomic commerce, which the 
EU says could reach »,(XX»n 
by 200L But there are wide 
divergences of opinion on 
the a pp r o pr iate form of regu- 
lation, and which interna- 
tional institutions should be 
responsible. 

'Die ED’S paper said that 
the WTO had a “crucial role 
to play in the tnereasiog and 
u nrest ricted expansion of 
international electronic com- 
merce". 

But it added that the latost 
initiative did not snpplant 
the proposal by Martin 
Bangemaim. the EU Industry 
ammiisflOBayftg an “inter- 
rational charter** on elec- 

rtmic commerce* covering 

ssues ranging from data, 
protection and taxation 
lanoftd content 
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Fibre 

optic 

contract 

awarded 


By Aten Cane 

Hermes Europe Rail tel. 
telecommunication 
company which provides 
cross-border carrier services 
exclusively to European 
telecoms service providers 
and operators, plans to 
increase the capacity of its 
network through a contract 
with Ciena, a fast-growing 
US-based technology 
company. 

The deal, the value of 
which has not been 
disclosed, is the first 
between a pan-European 
telecoms carrier and Ciena. 
The US company has 
attracted significant 
attention , in the past few 
months because of its ability 
to multiply the capacity of 
fibre optic cabling through a 
technique called wave 
division multiplexing 
(WDM). 

Ciena has already supplied 
WDM technology to AT&T, 
the largest US International 
carrier, WorldCom and 
Sprint, its largest customer. 
Its last deal with Sprint, 
announced in March this 
year, is expected to be worth 
SlOfcn over the first 12 
months. The Hermes 
contract, however, is not 
thought to be on the same 
scale. 

Hermes, a joint venture 
between Global Telesystems 
of the US and railway 
companies in Belgium and 
Sweden, is the largest 
European “carriers' carrier". 
Its network to date 
comprises 3.00Qkms of fibre 
optic cabling laid along 
railway rights of way and 
other conduits such as gas 
and power lines. 

It plans to connect more 
than 33 large cities in 16 
countries with isJXJQkms of 
fibre. Earlier this week it 
extended the network into 
Switzerland, connecting 
Geneva and Zurich. 

Mr Jan Loeber, HER 
managing director, said: 
‘The extension of our 
network has once again 
confirmed that we are far 
ahead of any of the 
announced cross-border 
telecommunications 
networks in Europe. Our 
Swiss connection is already 
carrying customer traffic." 

The contract with Ciena 
will enable Hermes to 
Increase the already huge 
transmission capacity of its 
network 40 times from 2Sbn 
hits of information a second 
to more than lOQbn bits a 
second. 

Conventional transmission 
techniq ues involve se n ding 
light signals of a single 
colour down the fibre optic 
strand. 

Ciena’s technology uses 
many colours of light 
simultaneously, each colour 
capable of carry ing a 
separate information stream. 

The latest Siena system 
allows operators to boost the 
voice and data capacity of 
their networks by 40 times 
Immediately and eventually 
b} up to 96 times tha current 
capacity. 

The huge amount of new 
capacity which will be made 
available is expected to be 
absorbed by the intense 
demand for data 
transmission- 


WORLD TRADE 


new TV channels will have 
been launched. Another cat- 
alyst will be the develop- 
ment of digital television 
services which, according to 
the study, should attract 
15m subscribers in the US 
alone by 2002. 

When television first 
on air in the 1950s. the Holly- 
wood studios counted them- 
selves lucky to raise a couple 
of hundred dollars by s*»T»»g 
the rights to broadcast 
of their classic feature films 
to TV stations. 

As the television market 
has expanded, demand for 
film rights has escalated, as 
has the price for the broad- 
casting rights to individual 
pictures. 

Universal Pictures, part of 
the Seagram group, is 
believed to have sold the US 
television rights to Jurassic 
Park, the 1993 Steven Spiel- 
berg blockbuster, to the NBC 
network for $30m, but 
reportedly clinched $80m for 
The Lost World, the sequel 
released last summer. 

20th Century Fox, part of 



Universal Pictures raportacHy cfinched $80m for US TV rigtes for The Loet Worid 


Universal & Ambfin 


News Corporation, is consid- 
ered in Hollywood to have 
undersold the Titanic rights 
by letting NBC buy them for 
$S0m. at a time when it was 
nervous about the movie’s 
box office prospects. 

The spiralling value of 
film rights has prompted 
new investors to diversify 
into the market 

PolyGram, the Dutch 
entertainment group, 
recently paid $225m to buy a 


l/KQstrong archive of films, 
int-initing The Graduate 
Blue Velvet, once owned by 
Credit Lyonnais, the French 
banking group. 

The burgeoning market is 
expected to contribute to a 
continued increase in both 
the number of films pro- 
duced each year, and the 
cost of making them. The 
study forecasts that 4,400 
pictures will be made in 
2002, at a cost of $19bn. 


Cinema receipts should 
also increase, albeit at a 
slower pace th«r* TV rights. 
Global box office revenue far 
feature films 1 b expected to 
rise from JllxSbn last year to 
g!6.8bn this year, and to 
$18bn in 2002. 

Film & TV Rights 1998 is 
available for £499 from MT2 
Ltd, 7Ar chtoay Business Cen- 
tre, Wedmore Street, London 
N19 4RU. 

Tek 0171 263 1365. 


Clear labelling urged 
for modified foods 


By lOchaei SmBh in Brussels 

Europeans will have to give 
up the vast majority of pack- 
aged foods if they want to 
avoid ingredients derived 
from genetic modification, 
the Beuc consumers' 
umbrella organisation 
warned yesterday. 

As part of a campaign to 
increase public awareness, 
Beuc said the food industry 
was flooding the market 
with modified products, 
often without the knowledge 
of consumers. 

The organisation criticised 
the European Commission 
far a directive on labelling 
modified soya and maize 
which, it said, would allow 
most food to be sold without 
labelling. It believes the 
Commissiim should adopt a 
more rigorous policy on 
labelling. 

The proposed directive ctn 
food derived from soya and 
maize requires labelling 
when presence of genetically 
modified organisms (GMOS) 
can be detected by scientific 
analysis. “The proposals are 
inadequate and Irrelevant," 
said Jim Murray, director. 

Beuc agrees with environ- 
mental organisations that in 
most cases manufacturers 


can modify their processing 
to avoid the need for label- 
ling. It wants a system 
whereby labelling would be 
required if a manufacturer is 
aware of the existence of a 
GMO in its product “They 
know whether It is there or 
not and they should be 
required to provide the infor- 
mation." said Mr Murray. 

Beuc's warning comes 
amid growing controversy 
over GMOs, the majority of 


US consumers are 
less concerned 
than in Europe 


which are imported from the 
US. European environmental 
groups are concerned about 
the long-term effects of mod- 
ified .crops and ingredients 
on health and the environ- 
ment 

US consumers are much 
less concerned about GMOs 
than those In the EU and the 
differing approaches are 
causing trade friction. 

Washington complains 
that Brussels takes too long 
to approve the marketing of 
genetically modified crops, a 


process which can take sev- 
eral years. 

Beuc said yesterday it was 
not against genetically modi- 
fied food in principle. How- 
ever it said consumers 
should have the right to 
avoid it If they wished. 
They are being denied that 
right because of industry 
policy Rwi inadequate label- 
ling." Mr Murray said. 

Soybeans are among the 
main sources of the problem 
as 60 per cent of packaged 
food contains them. 

The mate suppliers of soy- 
beans in the US mix together 
genetically modified and tra- 
ditional ingredients so that 
most consignments from the 
US contain at least some 
genetically modified mate- 
rial. The same trend is 
emerging for maize and 
other crops. 

Beuc urged European con- 
sumers, food manufacturers 
and retailers to do more to 
demand non-GM supplies. 

The US supplies more than 
60 per cent of the soybeans 
used in European food. In 
1996 the US soybean crop 
contained about 2 per cent of 
genetically modified soy- 
beans but, according to Beuc 
estimates, tbe proportion 
will be 40 per cent this year. 



When the enro finally arrives, the E u rop e an financial markets wQl be a wide-open 
book. Thars convenient But tbe wider the choice of potential 
equity Investments, the more you need a manager who knows his 
way around. For years, ABN AMRO Asset Management has been 
ready far a tingle European currency. Because, back in the 80s, our pan-Enropean 
research began focusing on promising sec to rs, with teams of expert fond managers 



across the continent, dedicated to tapping Into quality industries and companies 
expected to outperform over a longer period. Today, that approach 
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take the bardie. Isn’t it time your equity assets took a giant leap forward? For more 
information please contact ABN AMRO Asset Management. Tel. (31-20) 6294776- 
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INSTITUTIONAL REFORM SATO'S FOCUS ON GOOD GOVERNANCE 


ADB chief denies slow 


response to Asia crisis 


By Peter Montagnon, 

Asia Editor, hi Geneva 

Mitsuo Sato, president of the 
Asian Development Bank, 
has moved to deflect criti- 
cism that his institntion has 
been slow to respond to the 
economic crisis in its back- 
yard. 

Addressing the formal 
opening of the bank's annual 
meeting here, Mr Sato said 
the b ank had not only pro- 
vided large amounts of emer- 
gency finance to the most 
stricken countries, taking its 
total lending last year to 
$9.4bn from $5.5bn_ The cri- 
sis had also given an impor- 
tant push to its efforts to 
become a broad-based devel- 
opment institution, focusing 
on institutional reform as 
well as project business. 

“The crisis calls not only 
for the bank's continuous 
Involvement in this area but 
also for the expansion of 
such activities to meet the 
changing needs of the 


region," he said. “Quite 
often, bad policies are 
related to poor institutional 
capacity, and we often need 
to start with building up the 
necessary capacity in all 
areas where policy reform is 
needed." 

Evidence of the bank's 
interest in this area comes 
not only from its active 
involvement In Asian finan- 
cial market reform but also 
with its focus on the need 
for better regulation of pri- 
vatised utilities. Mr Sato 
said, however, that the ADB 
was going further than other 
multilateral institutions. 

“The ADB is the only 
international institution 
with a board-approved policy 
on good governance, and as 
such it Is now establishing 
its anti-corruption policy as 
a corollary of its firm com- 
mitment to promote good 
governance.” 

It was al so using its finan- 
cial strength to develop new 
ways of mobilising resources 



for stricken countries, he 
said, citing the recent Slbn 
trade finance facility for 
Thailand financed jointly by 
the ADB and a syndicate of 
international banks. The 
bank’s intervention had 
“helped Thailand's re-entry 
to the international capital 
markets". 

The Asian crisis was a 
new sort of crisis because it 
arose in the short-term capi- 
tal account of the balance of 
payments, rather than the 
more traditionally problem- 
atic current account, he 
said. 

“Accordingly, it may not 
be sufficient to address the 
crisis by resorting to conven- 
tional prescriptions of mone- 
tary and fiscal austerity. The 
need for countries to have 
strong government and 
financtol institutions if they 
are to exploit the large' ben- 
efits from open capital 
account was a further reason 
for concentrating on reform 
in tbts area." 


Support offered for new 
international loan scheme 


By Peter Montagnon, 

Asia Editor, ia Geneva 

Hong Kong has thrown its 
weight behind the idea of a 
new international credit 
facility designed to help 
countries cope with pay- 
ments crises resulting from 
adverse short-term capital 
flows. 

The idea involves linking 
governments with multilat- 
eral institutions such as the 
Asian Development Bank 
and private sector hanks in a 
scheme that would be gener- 
ate much larger amounts of 
money than is now available 
from official sources, said 
Joseph Yam, head of Hang 
Kong’s Monetary Authority. 

The Asian Development 
Bank could thus become a 
kind of “lender of last 
resort" for Asia, Mr Yam 
told journalists at the hank’s 
annual meeting in Geneva. 

He said he would be happy 
to make available some of 
Hong Kong's reserves. 


amounting to nearly 
US$100bn. to the ADB 
as part of such a 
scheme. 

But western officials say 
they are still a long way 
from a consensus about 
whether such an idea is 
appropriate. It is one of 
many options being dis- 
cussed by a series of interna- 
tional study groups set up 
following the Asian crisis 
and which are to report back 
to the International Mone- 
tary Fund annual meeting in 
the aut umn. 

Among the attractions of 
the scheme are that, by 
leveraging official money 
with private sector contrib- 
utions, sufficient funds could 
be mobilised quickly to off- 
set the kind of sudden pay- 
ments crises that hit several 
Asian countries last year. 
Against that there is con- 
cern that the prospect of res- 
cue by such a facility could 
cause governments and 
banks to be lax in 


policy-making and lending. 

Among other questions 
being discussed in the study 
groups are the need for pru- 
dential regulation of short 
term capital flows. This 
could help prevent the 
build-up of obligations that 
led to the Aslan crisis. The 
groups are also looking at 
the need for improved cove- 
nants attached to interna- 
tional bonds to make it 
easier for creditors to 
enforce payment when 
defaults occur. 

But western officials say it 
is too early to say which of 
these Ideas will eventually 
be adopted as part of efforts 
to strengthen the interna- 
tional monetary system. 
Though the loan scheme 
idea has attracted expres- 
sions of interest from some 
officials, including last 
month Lawrence Summers, 
deputy US Treasury secre- 
tary, there is no particular 
head of steam behind it at 
present 


By Kristina Gaba in Booftay 
aad Mark Ndtofeoo 
b New Defill 


India's central bank 
governor set out his credit 
policy yesterday, with a 
pledge that monetary policy 
would “support growth in 
1998-99”. 

Bimal Jalan, who took 
over at the Reserve Bank of 
India in December, 
announced a one percentage 
point cut in India's bank 
base rate. He said last year's 
growth rate of 5 per cent was 
“lower than was anticipated 
when the last credit policy 
was prepared”. 

Earlier, Manmohan Singh, 
former Congress party 
finance minister, criticised 
the BJP-led government’s 
proposals to “pump prime" 
the economy through 
increased government spend- 
ing. He warned fiscal laxity 
could prove a recipe for 
“stagflation anH balance of 
payments disequilibrium". 

Mr Singh, an architect of 
India’s economic liberalisa- 
tion, said Yashwant S intra, 
finance minister, had indi- 
cated be would be comfort- 
able with higher inflation, 
now 4JJ per cent but said 
this course risked fuelling 
inflationary expectations 
while threatening further 
pressure on the weak cur- 
rency. “A lax fiscal policy 
and a lax monetary policy 
together would be counsel 
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for disaster," he said. 

Unveiling the first credit 
policy under India's new 
govemment, Mr Jalan prom- 
ised to ensure enough liquid- 
ity to allow credit and indus- 
trial growth to pick up this 
year. "We have advised the 
bfmks tha t liquidity is not 
going to be any constraint," 
he said. He described India's 
rate of inflation as “reason- 
able". 

Mr .l a Ian 's announcements 
were more cautious than his 
expansionary rhetoric 
suggested. He did not 
announce a widely expected 
cut in the cash reserve 
banks are obliged to deposit 
with the Reserve Bank, or 
any ground-breaking finan- 
cial reforms. India's stock 
markets fell, the benchmark 
BSE 30 index closed down 
112 points at 3970. 
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rm^r.nwr Bfcnal Jalan announcing the base rate cut to Bombay yesterday A. n 



Mr J nI a o pointed out that 
liquidity was not now a 
problem. Broad money (M3) 
grew at 17 per cent last year 
compared with a 5 per cent 
rate of economic growth. 
The increase in money sup- 
ply was “significantly 
higher" than the IS per cent 
growth in the previous year 
- tma exceeded the target of 
15-15.5 per cent 

He said the growth in 
deposits was also “sharply 
higher than expected". Com- 
mercial banks deposits rose 
by Rs957bn ($24bn), up 19 
per cent, while non-food 
credit was up Rs385bn. a rise 
of 14 per cent. The Reserve 
Bank thereby reinstated the 
target of 15 to 15.5 per cent 
gr ow th in broad money for 
this year, be said. 

Economists counselled 
caution. While India’s econ- 


omy is still too regulated for 
a direct relationship between 
money supply and Inflation 
there are signs that inflation 
may be picking up. 

Mr -fa lan also promised to 
reduce the cash reserve ratio 
when necessary. This appar- 
ently small point cements an 
important departure in style. 
Earlier bank governors used 
the two annual credit policy 
statements to fix monetary 
policy for half year at a time. 

He said this approach was 
no longer relevant. “Interest 
rates, cash reserve ratios, 
repo rates, bank rates have 
to respond to situations as 
they evolve In the economy.” 

He said the RBI would 
henceforth use the cash 
reserve ratio and interest 
rates as “active tools" to 
manage liquidity. 

The reforms announced 


yesterday were modest. 
Notably. Foreign investors 
are now able to invest in 
Treasury bilk, while hanks 
can offer higher deposit 
rates to big savers. The lads 
of more far-reaching reforms 
suggests that India will miss 
its provisional target for foil 
currency convertibility In 
2000. 

Analysts felt the credit 
polio 1 was an anticlimax - 
though they welcomed the 
move to mure active man- 
agement of liquidity. But a 
low-key credit puhev is in 
keeping with Mr Jalan's 
character. Unlike his prede- 
cessor. Chakravarti Rangara- 
jan. Mr Jalan seems to prefer 
the reputation of n compe- 
tent manager to that of an 
active reformer 

See Editorial comment 



CURRENCY ANXIETY OUTFLOW RAISES FEARS OF SPECULATIVE ASSAULT 


HK banks urged to cut interest rates 


By John Rkkfing in Hong Kong ' 

Hong Kong’s biggest 
business organisations yes- 
terday urged banks to 
reduce interest rates to 
relieve pres su re an compa- 
nies hit by the economic 
downturn. 

The call coincided with a 
large outflow of Hong Kong 
dollars from the banking 
system into US dollars. That 
prompted a rise in 
short-term money market 
interest rates and raised 
fears of a speculative assault 
against the currency. 

The territory's financial 
authorities said the outflow, 
which saw net withdrawals 


Of HK$7.7bn (US$994 .Sm) 
from the money market, 
reflected a commercial trans- 
action and showed little sign 
oT speculative activity. 

But the rise in interbank 
rates, with the overnight 
rate rHmhmg from 4.25 per 
cent on Tuesday to K5 per 
cent, underlined anxieties 
surrounding the Hong Kong 
dollar peg to the US dollar 
and the role of interest rates 
in defending Hong Kong’s 
exchange rate me chanism. 

Earlier, Henry Tang, chair- 
man of the Federation of 
Hong Kong industries, 
warned that unemployment 
would exceed fixe 3.6 per 
cent reached in the last 


downturn in 1995 and 
pushed for a cut in interest 
rates. “If the hanks reviewed 
their interest rate structure 
it would alleviate some of 
the pressures facing busi- 
ness." he said. 

His comments followed a 
similar mu by James Tien, 
outgoing head of the General 
Chamber of Commerce. 
Demands fix' lower Interest 
rates are building up ahead 
of next month's legislative 
elections and with mounting 
damage from tha economic 
downturn. 

This rfflTnngp was under- 
lined yesterday with the 
announcement that one of 
Hong Kong's best known 


bakery chains would close 
with the loss of 400 jobs. The 
news came as an industry 
association warned that 200 
food outlets could be forced 
to close by the year-end. 

Unemployment rose to 3.5 
per cent at the end of last 
month, with another jump 
forecast for April. Econo- 
mists predict the jobless rate 
could climb to 5 per cent, 
while GDP growth is widely 
expected to fall to 2.5 per 
cent or less, against last 
year’s 52 per cent rise. 

Despite a small cut last 
month, the prime lending* 
rate stands at 10 per cent 
While money market inter- 
est rates have shown signs 


of stabilising, banks are 
resisting further reductions. 
They say they need to offer 
high interest rates to attract 
deposits, and warn of further 
risks resulting from the 
regional economic upheaval. 

A government report last 
week signalled continued 
high rates, concluding inter- 
est rates would remain Hong 
Kong's main tool tu defend 
the currency. The Hong 
Kong dollar and China's 
yuan are the only Asian cur- 
rencies to have resisted 
devaluation since the Thai 
baht was floated last sum- 
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Announcement from 

SAVINGS DEPOSITS INSURANCE FUND 

( Under the auspices of the Central Bank of the Republic of Turkey) 


1b 


84.52 % SHARE IN 

TURK TiCARET BANKASI A.S. 

WILL BE SOLD 


PAID-UP CAPITAL XL. 


NUMBER OF BRANCHES 

272 

TEMPORARY COLLATERAL 

USD 5.000.000 

• 84.52 % share owned by The Savings Deposits Insurance Fund (Fund) in Turk 
Ticaret Bankasi A.§. (Bank) shall be sold, through, "sateen-blotf method. 

• Tender shall be performed try the bargaining and other required necessary methods 
consisting of receiving the bids in closed envelopes and negotiations afterwards. In 
case The Board of the Fund deems so necessary, the tender might be finalized by 
open auction method through participation of bidders with which bargaining 
negotiations a re continued . 

• Specifications for Tender and Promotion Document issued for the Bank may be 
obtained, against TL. 250.000.000 (twohundred and fifty million), from the address 
of the Fund stated below as from 04 May 1998. Specifications for Tender and 
Promotion Document must be obtained in order to participate in the Tender 
concerned. 

• Bids shall be prepared in consideration with terms and conditions stated in the 
Specifications for Tender and Promotion Document and submitted to the addressof 
the Fund stated below not later than 04 June 1998 by 17:00 hours. Bids which shall 
be delivered to the Fund after the latest date and time of bidding will not be 
considered. 

• The Fund is not subject to the Law on State Tenders No: 2886 and it is free whether 
or not to execute the tender or to award the tender on any body it deems so or to extend 
the period granted for bidding. 

SAVINGS DEPOSITS INSURANCE FUND 

CENTRAL BANK OF TURKEY, HEAD OFFICE 
istikial Cad. No: 10 06100 Ulus -ANKARA Tel: (90) 312312 4344 


US may ease Tiananmen curbs 


By Janes Kynge h Beqmg 

Madeleine Albright. US 
secretary of state, said yes- 
terday that a forthcoming 
US-China summit would 
seek to look forward, indicat- 
ing that Washington may be 
prepared to put aside the 
stigma that the 1989 Tianan- 
men Square massacre has 
cast over bilateral relations. 

President Bill Clinton, who 
is expected to meet Jiang 
Tppiin, his flhinuCTi counter- 
part in late June, will be the 
first US president to visit 
China since troops crushed 
the 1989 Tiananmen protest 

Chinese hopes for a US 
recognition that Beijing has 
come fall circle since the 
massacre were reinforced by 
comments last week from 


Charlene Barshefoky, the US 
trade representative, that 
the summit would “regular- 
ise" relations. 

Ms Albright said yester- 
day: “We are looking toward 
the 21st century in terms of 
our relationship with China 
and that is the focus of the 
summit.” 

She would not be drawn, 
however, cm whether some 
Tiananmen-era sanctions 
might be lifted. These 
include a ban on arms sales, 
crime control equipment, the 
launching of US satellites in 
China, and others. Diplomats 
said it was unlikely that the 
sanctions on arm sales 
would be lifted, but there 
may be movement in other 
areas. 

Much depends on how 


talks during Ms Albright's 
visit turn out. The US 
remains concerned over Chi- 
nese help for missile pro- 
grammes in Pakistan and 
Iran and wants Beijing to 
join the Missile Technology 
Control Regime. (MTCR). an 
international grouping 
which limits the export of 
missile technology. China 
has said it will observe the 
guidelines of the MTCR but 
has so far declined to join. 

Tang Jiaxuan, China's for- 
eign minister, stressed the 
importance of Taiwan in US- 
China relations. “This 
[Taiwan] is the most impor- 
tant and the most sensitive 
core issue in the relations 
between China and the US." 
said Mr Tang. Washington 
applied pressure behind the 


scenes to bring Taiwan bade 
to the negotiating table with 
China this month, ending a 
33-month stalemate. 

Mr Tang warned that 
China hoped to see "all com- 
mitments” made by Wash- 
ington on the subject of 
Taiwan put in to real action, 
and added that as long as 
the US was true to its word 
on Taiwan, US-China rela- 
tions would grow in a 
healthy manner. 

Ms Albright and Mr Tong 
also signed and agreement 
for a new “hot line" between 
the White House and a 
walled compound in Beijing 
where China's leaders work. 
The hotline idea wa9 
unveiled at Mr Jaing’s last 
meeting with Mr Clinton in 
the US last year. 


BOOST TO ECONOMY ALLOCATION OF SUBSIDISED ACCOMMODATION TO BE ENDED 


China opens its housing market 


By James Kynge in Beijing and 
Janies Harding in Shanghai 

China's decision to phase 
out state-allocated housing 
from July l not only marks 
the beginnings of what could 
become the world's biggest 
residential property market, 
but also an attempt by the 
government to reinvigorate 
the economy with a spar to 
consumer spending as Chi- 
na's new homeowners set 
out to equip their homes. 

A top level meeting in May 
is to decide how best to 
carry out housing privatisa- 
tion for an urban population 
of ova- 370m people, more 
than 70 per cent of whom 
live in subsidised accommo- 
dation, officials said. Many 
pay rents of as little as Ynl 
02 US cents) per sq metre. 

In common with other 
aspects in the reform pro- 
gramme of Zhu Rongji. Chi- 
na's new premier, the aims 
of the housing sale are writ 
large. One is to relieve trou- 
bled state-owned enterprises 
of a welfare burden they are 
no longer able to bear. 
Another is to allow market 
forces to determine one of 
the last areas of the econ- 
omy still dominated by 
socialist principles. 

But the initiative's most 
important objective, at least 
in the short term, is a boost 


to a slowing economy. Not 
only will an expected 
upswing in construction 
boost demand for steel, 
cement and other building 
materials, but a new wave erf 
house-proud owners are 
expected to splurge on a 


In Beijing, for example, 
average state housing is to 
be sold at Yni.450 ($175) a sq 
meter, compared to a pre- 
vailing market price of about 
Yn4.000, Mr Dai said. Such 
prices put private housing 
beyond the reach of many 


( My parents are in a real state about 
this. They are pleading for me to buy 
for them before the price goes up 1 


range of home appliances. 

“It is conceivable that the 
housing privatisation pro- 
gramme could generate 
SSObn in new household 
spending this year and the 
number could reach $l50bn 
in 1399,” said Chen Zhao, of 
the China Analyst in Mon- 
treal. 

Details of how the reforms 
will be executed have not yet 
been decided, but officials 
said that broad principles 
are taking shape. State hous- 
ing is to be sold to occupants 
at a significant discount to 
prevailing market prices. 
Extra deductions will be 
made as a reward for long 
and distinguished service in 
a state organisation, said Dai 
Buhe, division head at the 
construction ministry's \ 
information centre. ! 


state sector workers, so sev- 
eral savings and mortgage 
schemes are being planned. 
A ceiling on mortgage lend- 
ing by banks has been raised 
from Yn30bn last year to 
YnlOObn this year. 

In order to circumvent the 
foot that repossessions are 
difficult in China for social 
reasons, Insurance compa- 
nies are to be encouraged to 
guarantee a significant 
amount of the mortgages. 


said Mr Dai. In any case, 
mortgage risk is negligible; 
only 0.032 per cent of mort- 
gage borrowers in Shanghai, 
which has a relatively 
vibrant private housing mar- 
ket, have defaulted on pay- 
ments. 

The degrees of stimulation 
of the privatisation process 
will depend to an extent on 
its speed. Indications ore 
that the sale of subsidised 
accommodation to occupants 
may be more rapid than 
many expect. Many have 
already been served notice 
there will be no new alloca- 
tions of state housing after 
July 1. 

Others .are consumed by 
the fear that the longer they 
wait, the higher property 
prices will climb. “My par- 
ents are in a real state about 
this. They are pleading for 
me to buy for them before 
the price goes up." said Gc 
Xiaowei, a professional in 
Beijing whose parents live In 
a state compound. 
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ON CONGRESS TO SPEED BILL TO END ARCHAIC SYSTEM 

Fed urges action on bank reform 


By RKtfHnntoMo 
hWnMRBton 

The Federal Reserve 
ye6tsntay urged Congress to 
set quickly to overhaul the 
archaic US hanking laws to 
•How recent financial merg- 
are to "reach their full poten- 
tial." - 

Lauren co Meyer, a mem* 
ber of the Fed’s board of gov- 
ernors, said It was a '‘strong 
supporter" of a bill that 
would dismantle the Depres- 
sion-era and post-wnr laws 
preventing US banks from 
marglng with insurers and 


brokers. 

Mr Meyer did not single 
out any specific merger, but 
his testimony before the 
House banking committee is 
the clearest indication to 
date that the Fed appears 
likely to back the merger of 
Citicorp and Travelers 
Group. 

Unless Congress reforms 
current laws within five 
years, Citigroup, the merged 
company, would be forced to 
sell Travelers* Insurance 
underwriting business. The 
Fed is currently deciding 
whether to approve the 


merger on the grounds of 
public convenience, competi- 
tion and efficiency gains. 

Mr Meyer predicted the 
pace of banking mergers 
would continue over the 
next decade, halving the 
number of US banks from 
around 7,000 to 3,000. “There 
will be a few very large 
organisations and an 
Increasing number of 
smaller organisations as we 
move down the size scale," 
he said in bis written evi- 
dence. 

However, the recent merg- 
ers drew sharp criticism 


from Democrats on the bank- 
ing committee co nsume r 
activists yesterday. John 
LaFalce, the leading Demo- 
crat on the committee, said 
the trend towards financial 
conglomerates - such as 
Citigroup - raised fears for 
consumer privacy. 

Iq a call far greater con- 
sumer protection under th e 
new bilk he said: "We must 
examine closely whether the 
regulators have adequate 
authority to deal with those 
potential problems, and 
whether Congress has given 
them adequate guidance." 


Ralph Nader, consumer 
advocate 'at the Centre for 
the Study of Responsive 
Law, said Citicorp and Trav- 
elers were attempting to 
bully Congress into chang- 
ing the law in favour of their 
merger. 

He warned that taxpayers 
would he forced to bail out 
such conglomerates in a 
financial crisis. “Like the 
Titanic, big banks and mas- 
sive securities firms and 
insurance companies do 
sink." be said. 

“Regulators won't allow 
these entities to fail for fear 


that public confidence will 
erode in the insured banks 
in the same holding com- 
pany.” 

But Citicorp and Travel- 
ers. in a joint statement to 
the committee, insisted a 
larger, merged company 
would be more stable and 
financially secure in times of 
crisis. 

Charles Prince, general 
counsel of Travelers, also 
warned US companies would 
lag behind international 
rivals as long as Congress 
foiled to reform the current 
laws. 



INTERVIEW: JANET YELLEN 


US economy: Wta House remote serene 


Asia effect will ‘ride 
to the rescue of an 
overheating 
American economy’ 

Clinton’s top economist serene as Fed frets, 
reports Gerard Baker from Washington 



O nce again, fears that 
the US economy is 
overheating axe over- 
shadowing world financial 
markets. Reports emerged 
this week that the Federal 
Reserve is considering rais- 
ing interest rates to restrain 
a runaway economy. Stock 
and bond prices turned 
sharply lower on the news. 

But, while the Fed frets 
and investors tremble, the 
top economist in the admin- 
istration remains serenely 
untroubled by the latest turn 
of events. 

Janet Yellen. who chain 
President Bill Clinton’s 
Council of Economic Advis- 
ers, believes that, for all the 
alarms, the White House 
sees no firm evidence that 
the* economy is growing too 
fast. Ms Yellen 1 b confident 
the strong growth recorded 
at tho ond of last year and 
the beginning of this will 
subside as 1998 rolls on and 


the effects of the Asian 
financial crisis begin to be 
felt more severely. 

In an Interview at the end 
of last week, she said: T 
don’t think we have seen the 
full impact yet of the Asian 
crisis; there may he more to 
come. I would still expect a 
tapering off in economic 
growth towards what we 
estimate to be a sustainable 
pace" aver the rest of 189a 

While the Fed now seems 
to have shifted its policy 
stance in the past month in 
favour of a bias towards rais- 
ing interest rates, Ms Yellen 
argues the risks the econ- 
omy faces remain virtually 
symmetrical, with the nega- 
tive Impact still to come 
from Asia In effect balancing 
the continuing momentum 
in domestic demand. 

Gross domestic product 
figures for the first quarto-, 
out today, may cause further 
turbulence in financial mar- 


kets if they show growth 
continuing at last year’s 
pace of nearly 4 per cent 
But while she acknowledges 
the first-quarter perfor- 
mance will prove to have 
been strong, Ms Yellen 
believes a number of special 
factors probably distorted 
the picture. 

“Over the last few months 
the signs have been of 
robust growth, but it's been 
a confusing picture because 
of things as mundane aa 
weather patterns. January 
and February were particu- 
larly warm, and some of the 
strength in those months 
may have been, in a sense, 
borrowed from later on.” 

Ms Yellen, one of Amer- 
ica's most distinguished 
economists, took over at the 
Council of Economic Advis- 
ers just over a year ago, hav- 
ing spent nearly three yean 
as a member of the board of 
governors of the Fed. . 


To anyone irritated by the 
triumphalist top nr of many 
senior economic policy- 
makers In the Clinton 
administration, Ms Yellen is 
reassuringly self-effacing 
about US economic success. 

Though she acknowledges 
that significant investment 
in new technology and struc- 
tural changes such as 
deregulation and more 
domestic and international 
competition may have 
improved the economy's 
underlying performance, she 
has a healthy scepticism of 
the statistics. 

“Go back to the period 
beginning in 1990. Initially, 
productivity growth was 
below tbe trend we'd bad 
since 1973, and then more 
recently it's been above. For 
the entire period since 1990 
it now roughly averages 
What it's been since 1973." 

She readily dismisses talk 
that the US is now suffering 


from a speculative bubble. 
Price-earnings ratios “are at 
extremely high levels", she 
accepts, but earnings growth 
has been strong and there is 
little evidence of inflationary 
pressure in other asset mar- 
kets or the broader economy. 

A striking feature of tbe 
US economy in tbe past two 
years has been that, despite 
low unemployment, inflation 
has remained subdued. Ms 
Yellen shares the emerging 
consensus among econo- 
mists that the level of unem- 
ployment consistent with 
stable inflation has declined. 

Though she argues that 
the US has yet to feel the 
full affects of the Asian cri- 
sis, Ms Yellen does see 
recent signs of restored calm 
in Asia as encouraging. 

This weekend she travels 
to Beijing, (me of a number 
of administration officials to 
visit China before Mr Clin- 
ton's own state visit in late 


June. Ms Yellen is eager to 
discuss the Asian crisis and 
its effect on Cbina, which 
she says played a positive 
role. “China’s reaction was 
very constructive." she says. 

Her praise for Beijing sug- 
gests the administration is 
doing all it can to ensure the 
trip produces solid results, 
even if that means infuriat- 
ing domestic critics of Chi- 
na’s trade and human rights 
record- 

• New US home sales fell & 
per cent last month, pulling 
back after healthy gains dur- 
ing the previous two 
months, AP reports from 
Washington. 

Even with tbe March fall, 
to a seasonally adjusted 
annual rate of 888,000 homes, 
sales for the first quarter 
looked good. They wore 3.8 
per cent up on tbe same 
period of 1997, and 1997*8 
total for the full year, at 
804,000. was a 19-year high. 


NEWS DIGEST 


SPEAKER REBUKED 

White House in war of 
words with Gingrich 

The US administration said yesterday it would not do 
business with Newt Gingrich, the Speaker of the House of 
Representatives, until “he comes back to his senses 1 *. 

Mike McCurry. President Bill Clinton's press spokesman, 
said ha would not waste his time responding to the remark- 
able volley of vextoal assaults by Mr Gingrich on the president 
pi the last week. “We're going to have to do business with 
him sooner or later. And as soon as he comes back to his 
senses we'll do business," he said. 

Mr Gingrich attacked the president on Monday night in an 
address to a Republican political action group over various 
issues, notably attempts by his staff to undermine the Investi- 
gation by Kenneth Starr, the Independent prosecutor, Into 
him. “If he doesn’t want to fire Ken Stan-, he should ten his 
staff to shut up," Mr Gingrich said. “I am sickened by how 
unpatrioticeNy they undermine the constitution of the US." 

Mr Gingrich's attacks, followed yesterday by further 
rebukes, are seen as an attempt by the Speaker to encourage 
Republicans to take a more aggressive line ova* the various 
allegations of wrongdoing by Mr Clinton. Many Republicans 
have been tearful of criticising the president, whose popular 
approval ratings remain high. Gerard Baker, Washington 


AMAZON RAINFOREST 


Brazil sets aside 62m acres 

The Brazilian government yesterday said It would officially 
designate B2m acres of Amazon rainforest as protected by 
2000, as part of a joint initiative with the World Bank and the 
World Wildlife Fund. 

The announcement follows growing concern about the 
region '8 rainforests due to heavy logging and forest tires 
Which have left 130m acres deforested. 

ft marks the first formal response by a national government 
to p cell from the Alliance for Forest Conservation and Sus- 
tainable Use, a new partnership established by the Bank and 
WWF, for developing countries to set aside 125m acres in 
new protected forest areas by 2005. 

President Fernando Henrlque Cardoso said the decision to 
set aside such a large area emphasised Brazil's belief in the 
global Importance of forests. Mark Suzman, Washington 


NATO EXPANSION 


Defeat for US funding limits 

The US Senate yesterday continued debate over the pro- 
posed expansion of the Nato military alliance to Include 
Poland, the Czech Republic and Hungary, following the defeat 
of an amendment which would have limited US financial con- 
tributions to the project. 

On Tuesday night the Senate voted down a proposal that 
would have barred the US from paying more than 25 per cent 
of the costs of enlargement, by 76 to 24. Several other 
amendments are still being considered, but the final measure 
is expected to come to a vote later today, where it will require 
a two-thirds majority. 

The proposal, which is strongly supported by the White 
House, is expected to pass easily. However, dissent has been 
growing In both parties, fuelled by warnings from a number of 
prominent policy analysts that the move could destabilise 
democracy In Russia. Mark Suzman 
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LONDON CONCERN OVER VOLATILE PRICES 


Attack on 
electronic 
system for 
share trading 


Dollar may seek revenge on euro 


Former peacebroker Lord Owen warns of 
US retaliation, Uam Hafligan writes 


By George Graham 
and Jane Martinson 

London's new electronic 
share trading system Is 
under concerted fire from 
fund managers, brokers and 
listed companies because 
some share prices have 
become highly volatile since 
its launch last October. 

The London Stock 
Exchange faces demands for 
an overhaul from market 
users concerned by the wild 
swings in share prices, espe- 
cially at the beginning and 
end of the day. It has asked 
for comments by today on 
possible changes to the new 
system, known as Sets. 

In a strongly worded letter 
yesterday, Philip Augar. 
group managing director of 
Schraders Securities, warned 
unless improvements were 
made there might be a case 
for referring the exchange to 
the Office of Fair Trading. 
So few trades were going 
through Sets that institu- 
tions had given up, and 
turned to their old market 
makers to quote a price. 

Company executives have 
also been concerned by the 
unexplained swings in their 
share prices under the new 
system. Lord Blyth of Row- 
ington, chief executive and 
deputy chairman of Boots, 
met the exchange yesterday 
to complain about the Sets 
system. 

Michael Perman. company 
secretary at Amvescap, the 
fund management company, 
also criticised the system: 
“Everyone recognises that 
Sets is not working very well 
at the moment" 

The exchange said it had 
not yet begun to collate 
responses to its consultation 
document However, it said 
other companies had not 
expressed the same concerns 
in recent meetings. 


Institutional investors, 
too, have complained loudly 
about Sets. In a Reuters/ 
Tempest Consultants survey, 
more than 80 per cent of 
dealers at fund management 
companies said liquidity and 
speed of trading had got 
worse since Sets began, 
although 32 per cent said the 
overall cost of trading had 
improved. 

“On most criteria, the cen- 
tralised dealing desks give 
Sets a massive thumbs 
down,” Tempest said. 

Angela Knight, ehipf exec- 
utive of the Association of 
Private Client Investment 
Managers and Stockbrokers, 
said the exchange needed to 
repackage Sets as a market 
for the top 300 European 
shares. Some of the FTSE 
100 shares currently traded 
on Sets are already too 
illiquid, and adding the 
smaller companies in the 
FTSE 250 inde^ would cause 
even bigger problems. 

One option to dampen vol- 
atility. put forward by the 
exchange In a consultation 
document, was to shorten 
trading hours. Apdms does 
not support shortening the 
trading day but Alan Line, 
chief dealer at Foreign & 
Colonial and chairman of the 
Institutional Dealers Associ- 
ation. said a shorter day 
would improve liquidity. 

“We should move to six 
and a half hours, m»* New 
York," he said. 

Larger investment banks, 
however, are happier with 
the new system. The old 
market making system 
obliged them to quote firm 
prices to all and sundry, 
while Sets allows them to 
risk their capital only for 
good customers. 

“People are looking for 
universal panaceas, and 
there ain't none,” warned 
one large trader. 


L ord Owen has warned 
European Union leaders 
of “hard-nosed American 
retaliation” against efforts to 
dislodge the dollar as the 
dominant world currency. 
The former UK minister and 
EU peacebroker in Bosnia 
has also criticised the single 
European currency as 
“anathema to the nation 
state". 

“The euro Is often seen as 
a political and economic 
challenge to the US, and we 
are yet to see their counter- 
action," said Lord Owen. 

Referring to the mann er in 
which the US “undermined 
sterling” in the early 1930s 
to become the world's domi- 
nant currency, he said: 
"Wall Street is not going to 
give up its supremacy - they 
will fight” 

Only days before Emu's 
formal launch at the Euro- 
pean Union summit in Brus- 
sels, the former Labour 
party foreign secretary 
warned Tony Blair, prime 
minister, that he would “not 
stand on the sidelines” were 
Mr Blair to launch a govern- 
ment-backed campaign to 
abolish sterling. 

The statement, which will 
fuel speculation that Lord 
Owen will lead a cross-party 
“No" campai gn, came as Mr 
Blair adopted a slightly mare 
cautious tone towards Brit- 
ish Hmn membership. 

“It's important we join if 
the economic benefits are 
clear and unambiguous," Mr 
Blair told MPs. “Were we 
artificially to intervene to 


take down the pound, or join 
tomorrow irrespective of our 
own economy - that would 
be a disaster for Britain." he 
said. 

Lord Owen described as 
"Mr Blair’s best move since 
coming to government" bis 
refusal to make a hasty 
choice on the euro. Setting 
oat his position as “pro- 
Europe, but anti-Emn”, Lord 
Owen stressed the Emu 
debate was being “driven 
more by propaganda than 
common sense", and accused 
many single currency sup- 
porters of using “federalism 
by stealth" tactics. 

“What needs to be dearly 
established in the pnblic 
mind is that one can be 
unconvinced about the euro, 
while being a convinced sup- 
porter of the EU," said. Lord 
Owen, recalling the tune in 
1971 when he defied the 
Labour whips to vote for UK 
membership of the EEC. “It’s 
perfectly rational for a good 
European to stay out of the 
single currency." 

His objections to British 
Emu membership are 
founded in a belief that 
Britain's destiny is distinct 
from that of a Federal 
Europe, unlike that of 
France and Germany. 

“Emu is a highly politi cal 
animal, and the sooner we 
realise that the better,” he 
said. “On the continent, 
nobody denies this, because 
they rightly accept part of 
the price of joining is far 
greater integration - includ- 
ing a common fiscal and 



Lord Owen: was Street not going to give up its supremacy Colin Beam 


monetary policy. It’s not just 
economic sovereignty which 
could be foregone, but politi- 
cal sovereignty as well. 
France and Germany would 
never admit us as an equal 
partner into their alliance." 

He insists the countries 
launching Emu this week- 
end have his support. “Being 
hostile is absurd,” he said. 


“It's sot to Britain's advan- 
tage that the Euro foils, and 
it's essential that the City 
Operates effectively with it". 

But he also warns of the 
“dominating problem" of fis- 
cal transfers that Euro-zone 
countries will need to make 
to sustain Emu. 

See EfOtnial Comment 


US group confirms interest in RAC 


By John WBman, 

Consumer Industries Editor 

Cendant, the US direct 
marketing group, yesterday 
confirmed its Interest in buy- 
ing the motoring services 
division of tide Royal Auto- 
mobile Club. 

On Monday, the group - 
which saw its share price 
plunge this month after 
accounting irregularities 
were discovered in a 
subsidiary - completed the 
purchase of National Park- 


ing Corporation. The largest 
UK car park operator, NPC 
also owns the Green Flag 
motoring services organisa- 
tion. 

In London, Henry Silver- 
man, chief executive, said: 
“It is no secret that with, our 
recently acquired interest in 
Green Flag, the acquisition 
of the RAC would make a 
good deal of sense.” 

Mr Silverman refused to 
discuss the size of the bid, 
which would have to be 
approved by the RAC board 


and the 11,500 full members 
of the club. FgHmatoe of the 
value of the RAC suggest a 
bid in the region of £450m 
($750m). 

However, he indicated 
there were perhaps 20 to 30 
other mutual organisations 
in the UK - and several hun- 
dred in the US - which 
might be just as attractive to 
Cendant 

Mr Silverman was accom- 
panied by Walter Forbes, the 
group's chairman and for- 
mer chief executive of CUC 


International, the direct 
marketing company which 
merged last year with HFS. a 
franchising company, to 
form Cendant 
The two executives said 
their working relationship 
remained excellent and the 
underlying business was 
good. Net profits for last 
year would be glbn and the 
business was generating 
(100m of cash a month. 


See lex to Companies 
& Finance: UK 


NEWS DIGEST 


HIGHER EDUCATION INNOVATION 


British Aerospace set to 
launch ‘virtual university’ 

A new “corporate university" is set to become one of Bntam s 
richest higher education insttutos. rivalling more tamous 
and ancient seats of learning. British Aerospace is today 
launching its "virtual university", promising an annual budget 
of £20Gm (S335m) overthe next decade. 

The university, given the go-ahead last yoar, has estab- 
lished a “founding consortium' which includes Oxford and 
Cambridge. Courses will use a mixture of information tcchnui- 
ogy and conventional presentations at existing wwemity 
bufldings and other institutions. At a "founding ceremony m 
London, Sir Richard Evans, the company's ctw* executive. « 
to unveil two new faculties - one for learning, and one for 
engineering ami manufacturing technology - and an “interna- 
tional business schooT. 

The com pany’s students will be offered a wider range of 
courses than is on offer at conventional institutions - from an 
MSc In aircraft engineering or advanced systems engineering 
to a “strategic leadership” programme run by the Ftoyai Col- 
lege of Defence Studies or a “tap management" programme 
organised by the government’s Cabinet Office. Geraldine Ken* 
ney-Watlace, the vice-chancellor hired from Toronto Umvoraty 
year, sakf BAe aimed to “exploit to the maximum the 
potential of information technology". Simon Targett, London 

BUSINESS WOMAN OF THE YEAR 


Pearson chief wins award 

Marjorie Scarcfino, chief executive of Pearson, the UK medui 
group which owns the Financial Times, was yesterday named 
Business Woman of the Year in the Veuve Clicquot awards 
Mrs Scanflno, the first woman to become chief executive of a 
FTSE- 100 company, said she was certain she would not be 
the last to win the award. 

“Women are making steady, upward progress in business 
as more companies recognise the danger of trying to attract 
the best talent while dipping into only half tho pool” Women 
had long been “brilliant parallel processors", jugghng work 
with child-rearing, voluntary activities or participation in the 
arts, she continued. ‘That's going to be one of the require- 
ments of modem business,” she said. 

Arizona-bom Mrs Scardino took over at Pearson in January 
last year from the Economist magazine, where she was chief 
executive. Before joining the Economist as president of its 
North American operations, she was managing partner m a 
law firm in Savannah, Georgia, and founder and publisher, 
with her husband Afoert, of the Pulitzer Prize- winning Georgia 
Gazette. ADson Maitland, London 

WARTIME CONFISCATION 


Names to be published 

The UK gov e rnment wiH today publish the names and details 
of 25,000 people whose assets were confiscated by British 
authorities during the second world war. The assets, worth as 
much as £33m ($55.1 1m] at 1939 prices, were taken from 
nationals of enemy countries and included victims as well as 
p er pe t rator s of Nazi atrocities. The original owners, or their 
heirs, are now entitled to claim compensation. Details have 
been pubRshed on the internet, website address 
www.enemyproperty.gov.uk Simon Buckby, London 
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CONTRACTS & TENDERS 


No other bank covers 
West Africa like vie do ! 


REQUEST FOR EXPRESSION OF INTEREST 
INDONESIA 

ASSISTANCE TO THE INDONESIAN BANK RESTRUCTURING AGENCY 
AGREED UPON DUE DILIGENCE ON TWENTY NINE BANKS UNDER IBRA SUPERVISION 
LOAN NO. 4255 IND: BANKING REFORM ASSISTANCE PROJECT 

1. In terms of Presidential Decree No. 27 of 1998, IBRA has been tasked, amongst other things, to 
conduct the control, development, solvency improvement and restructuring of banks which are 
declared unsound by Bank Indonesia. 

2. The Government of Indonesia has received a loan from the International Bank for Reconstruction 
and Development and intends to apply part of the proceeds of this loan to payments under contracts 
for consulting services to IBRA. 

3. IBRA is now evaluating how to restructure certain banks under its supervision. IBRA therefore 
requires reporting accountants to perform an agreed upon due diligence procedure (“ADDP") at 
twenty-nine banks and to formally report the results of that procedure. IBRA requires that this 
ADDP be performed by highly qualified, international consultants from suitably experienced 
international firms. It may be acceptable, however, for suitably experienced firms with 
headquarters overseas to subcontract additional resources with Indonesian experience when 
competing for this work. The scope of this assignment will be described in further detail in the 
Terms of Reference which will be made available to shortlisted applicants. 

4. IBRA now invites Expressions of Interest and Statements of Capability (“EOF) from firms 
interested in performing the ADDP. 

5. Firms will be selected in accordance with the Procedures set out in the World Bank’s Guidelines: 
Selection and Employment of Consultants by Bank Borrowers, January 1997. 

6. Interested firms may apply and submit EOI to the address given below not later than 12.00 pm 
(Jakarta time) on Monday 4 May, 1998. 

Ms RINI MS SOEWANDI 
DEPUTY CHAIRPERSON 
INDONESIAN BANK RESTRUCTURING AGENCY 
KOMPLEK BANK INDONESIA, JL. BUDI KEMULIAAN. BUILDING D t 
I0TH FLOOR, JAKARTA, INDONESIA 
FACSIMILE: +62 21 231 1478 


To advertise your 


THE WEST AFRICA BANK 


Commercial Property 


And reach 52,000 property decision makers. 

Contact 
Tina McGorman 

+44 0171 873 3252 Fax +44 0171 873 3098 
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The new ThinkPad 600. Up to 266MHz 1 Intel Mobile 
Pentium"!! processor « 3.65cm. high x 30cm. wide x 24cm. deep 
* 2.23kg 2 ■ High resolution, full colour up to 13.3in. screen 
• Up to 4GB 3 hard drive ■ 32MB fast SDRAM « CD ROM and 
integrated 56KB modem on ai!13in. models 
• Launches April 28th. 
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) Find e-business tools 

that matter at 
www.ibm.com/pc/europe 

IBM SystemXtra lets you acquire the 
hardware you want and then tailor 
services, software and financing to fit 
your needs. IBM Business Partners 
can also customise packages that 
work for you. To discuss SystemXtra, 
find your nearest IBM Business 
Partner or discover more about IBM 

e-business tools, please call: . . . 

0870 601 0137 (Brian Legg,UK) 

0801 800 801 (France) 

0180 232 43 53 (Germany) 
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SIEMENS 



Hie new IntelliStation M Pro. Power and connectivity. Stunning graphics performance. Continually optimises key Windows NT applications. 

Tlxe new Netfinity 5500 Server. An e-business engine. Reliable, easy to maintain, serviceable via the Web and rackable, it runs Windows NT and others. 

Hat Panel Monitor. Do e-business more comfortably. IBM Flat Panel Monitors offer flicker-free, dear, brilliant images in a sleek, small footprint. 

IBM WorkPad. Small enough to fit in your pocket, big enough to hold contacts, to-do lists and handle e-mail. The ideal PC companion. 

ScrolIPoint mouse. See that built-in TrackPoint? The ScrollPoint mouse lets you cruise through big spreadsheets and web sites without making constant trips to the navigation bar. 

■MEte denote mtaiHwce^ interna) dock speed only; other Mob 11^ also SJWappftatai pertonnanos.*2.23kg is oaueSng welgn. Witfi CO TOM drwtt. OattBfy and naftf drive, wetstit is 23tGQLAduaf weight nsoy vary, -’ffl- Gigabyte (one ttiousBid million bytts} when reteving to hvd tfrne capacAy: accessible capacity maf 
be (ess. 4 &BDpean average estimated resefcr price to end users excluding VAT Resellers sfl their owi prices, so prices may wry. PC 300PL price does Ml include monitor AH PCS referenced Hi Uas ad stap vriBi an operating system BM piwfucf names are tratenarks cl international Business M&Jwes Ujxxairai. Msciasofl 
Window and Window NT are tratemarts d Mtoosctt Cmporafcn. Lotus. Domino and Domino intranet San* Pack are iradematte of Lotus Owttxswnt Cowsratan. Intel Inside and Pmtam are registered Mrawta and MMX is a trademark ol m CwjHWtiOfl. ©1998 IBM Cura All rights reserved 
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Economy ‘heading for soft landing’ 


Growth to conSnua siowtog 

Oimterty growth to GOP {%» 


1.5 



By Robert Chate, 

Economics Editor 

The British ••coiumiy is 
luvuiinji for a soft landing 
hut there remains a une-in- 
tluve el m nee of recession 
this year, aceurding to a 
lending forecasting group. 

The National Institute of 
Economic and Social 
Research expects the econ- 
omy t«« continue slowing this 
year, as the high pound 
squeezes exports and last 
year's interest rale rises 
depress domestic demand. 

"The quarterly growth 
rate of output throughout 
thp resl nf this year in the 
forecast is very slow," the 
institute argues in its latest 
Economic Outlook. “A reces- 
sion this year is therefore 
well uithin the bounds of 
possibility.** 

The institute expects aver- 
age economic growth of 1.9 
per cent this year, less than 
the 2.1KL5 per cent predicted 
by Gordon Brown, the UK’s 
chief finance minister, in 
last month's Budget. Over 
the rest of the year output is 
expected to rise at less than 
half its long-term trend rate. 


Recession would mean the 
economy had contracted in 
two successive quartets. The 
institute assumes this has 
already happened in manu- 
facturing. where output is 
thought to have fallen in the 
first two quarters. 

If the economy is to have a 
soft landing, the pound will 
have to fall from DM3 
towards the DM2.60 rate at 
which the institute believes 
it would be appropriate to 
consider joining Europe’s 
single currency. 

This is not expected to 


raise inflation significantly, 
because sterling’s rise of the 
last 18 months has done 
little to reduce it *71116 main 
risk is that a delay in the fell 
of the pound could tip the 


institute argues. 

The forecast assumes the 
government implements a 
minimum wage of £3.70 an 
hour. Allowing far knock-on 


pay bill by l per cent 
Hus increase is expected 
to destroy 80,000 jobs next 
year and 250,000 in the long 


term. The distribution sector 
will be hit harder than 
industry and business ser- 
vices, because it employs 
more low-paid workers. 

Even though the institute 
expects economic growth to 
slow from L9 per cent this 
year to 1.6 per cent next 
year, it does not expect 
unemployment to rise. But 
the labour market will no 
longer be tightening, which 
will restrain wage costs, 
although it is unlikely to 
prevent the 2.5 per cent 
frrflaHnp target from coming 
under strain next year. 

The institute is sanguine 
about c ur ren t account pros- 
pects because of subdued 
government borrowing. But 
with a profits squeeze hit- 
ting tax revenues, the gov- 
ernment may fieri It difficult 


borrow only to finance 
investment 

• More than 100,000 jobs 
are expected to be lost in UK 


the Engineering Employers’ 
Federation warned yester- 
day, Gautam Malkani 
writes. 


The federation's quarterly 
survey of trends says 
employment will faH by just 
over CL5 per cent *>»« year, 
the first drop since the early 
1990s recession. But this fig- 
ure is expected to rise to 6 
per cent of the 1.7m 
employed in the engineering 
industry in 1999. 

Job losses will “almost cer- 
tainly be more in 2000”, 
according to Neil Blake, 
research director with Busi- 
ness Strategies, the consul- 
tancy which prepares an eco- 
nomic review for the 
federation’s survey. The sur- 
vey is based on replies from 
1,662 companies between 
February 6 and March 5. 

Eight per cent of compa- 
nies - the balance between 
those saying trends were 
positive and those saying 
they were negative - 
reported a rise in output 
compared with the previous 
three months. This was the 
lowest figure since the sur- 
vey began four years ago 
and contrasts with the 20 per 
cent of the final quarter of 
1997. Companies reported 
failing export orders for the 
fifth consecutive quarter. 


economy into recession,” the to hit the "golden rule** and 


engineering next year 
effects, this would raise the because of the strong pound. 


Buy-out pricing pressure felt 
acutely at top of the market 


\ In spite of a rise in p/e ratios, prospects for individual company 
profits are seen to have worsened, Katharine Campbell reports 


N o-oue struggling to win 
buy-out mandates in 
thr UK is in much 
doubt that prices secured by 
wndors of businesses have 
risen substantially in recent 
years. Quantifying pricing 
pressure is another matter, 
however, not least because 
i here are wide variations 
according to the size or a 
deal and Us sector. 

Figures published today 
by lYivate Equity Watch - 
conipiUil by Mercury Asset 
Management and Unquote, 
jjart of the consultancy Ini- 
tiative Europe - indicate 
j how the average prices of 
buy-outs valued at £10m 
(SlU.Tin) or more have risen. 


The average price/eamings 
ratio for the year to March 
31 was 14.2 times, compared 
with 10.3 times for the 12 
months to the end of 1995. 
Yet the prospects for individ- 
ual company profits growth 
have "clearly worsened” 
according to Ian Armitage. 
who runs MAM’s private 
equity division. 

While there is no break- 
down in the figures, he says 
that pricing pressure at the 
top end of the market is par- 
ticularly acute: The killing 
fields are in the £60m-plos 
area." 

Buy-out and public market 
multiples have risen roughly 
in tandem, whether mea- 


sured against the All Share 
index or the mid or small 
cap index. But that is scant 
comfort If stock markets 
have taken a tumble by the 
time private equity manag- 
ers want to exit from their 
investments. 

Gearing levels have stayed 
more or less constant, 
according to Private Equity 
Watch. Debt in deals without 
a mezzanine component 
stood at 57.8 per cent in the 
year to March compared 
with 573 per cent for the 12 
months to the end of 1995. 

Mr Armitage says this 
does not necessarily mean 
all structures are therefore 
healthy. "Often, more equity 



says Mr Armitage. "The 
question is whether they 
will come off faster than 
returns in public markets.” 

He believes that keen com- 
petition will stiffen as a 
wave of US participants 
which have raised large 
funds make a mark in 
Europe. “We might wring 
our hands here but in tbe US 
[pricing pressures are] twice 
as bad." 


1996 


is being injected to allow 
people to pay high prices." 

There have been highly 
leveraged deals that are 
beginning to unsettle the 
market Merrill Lynch and 
SBC Warburg recently can- 
celled a £500m syndicated 
lnap to fund the HMV Merita 
buy-out, and investors had 
to put up more equity. T 
think equity returns will fell 
in the larger transactions," 


Company 
law for 
EU may 
be agreed 
by June 

By Robert Taylor, 
Employment Editor 


Agreement on the 
introduction of a European 
Company Statute allowing 
companies to register under 
European Union law rather 
than national regulations 
may be achieved by the end 
of the UK presidency of the 
EU in June. 

lain McCartney, the indus- 
try minister, told the Finan- 
cial Times he was optimistic 
that the proposal - first dis- 
cussed over 20 years ago - 
could be accepted by tbe EU 
member states shortly. “Vile 
are closer to reaching an 
agreement than at any time 
since the European company 
law was first suggested,” he 
said. 

Mr McCartney and Lord 
Simon, the trade minister, 
have both given the statute 
a high priority for the UK 
presidency. The proposal 
represents the final stage in 
the completion of the Euro- 
pean single market which 
began in 1985. 

Tbe commission believes 
that monetary union may 
prompt large companies 
with business interests 
across the EU to transform 
themselves into legal enti- 
ties in a European frame- 
work of company law. One 
of the main obstacles in tbe 
past over the creation of a 
European company statute 
was a division of opinion 
about the role of employee 
participation and consulta- 
tion in tbe proposed new 
enterprises. 

German trade unions have 
always been concerned that 
any European statute would 
weaken or even destroy their 
country’s co-determination 
system in companies that 
gave the unions considerable 
power and influence. How- 
ever substantial progress 
has been made to reassure 
the German unions that the 
proposed statute will 
acknowledge the differences 
in traditions between EU 
states over participation. 



ECONOMICS DIGEST 

GOVERNMENT TRANSPORT POLICY _ 

Treasury cautious on 
'green tax’ offer 

The Treasury yesterday insisted that it would agree to the 
earmarking of revenues from “green" taxes for environmental 
spending only on a “case by case baste”. Dawn Pnmarolo, a 
Treasury minister, refused to confirm a declaration by John 
Prescott, deputy prime minister and chief transport minister, 
that the Treasury would allow money raised from new trans- 
port charges to be spent on improving pub Sc transport and 
infrastructure. 

Ms Pnmarolo told the House of Commons environment 
committee that the outcome of “final discussions" would be 
announced when Mr Prescott published a policy paper on 
integrated transport. Industry and environmental pressure 
groups have found common cause in pressing for the reve- 
nues of taxation, such as congestion charging, to be spent on 
solving the environmental problems at which they would be 
targeted. 

After this apparent concession on transport taxes, the gov- 
ernment is also IStely to face demands that revenues from a 
proposed tax on energy to curb greenhouse gas emissions 
should be ploughed back into new technology to fight climate 
change. But Ms Prfmarolo said the Treasury remained 
opposed in principle to the concept of earmarking because it 
could restrict the government’s ability to direct money to 
spending priorities. Leyia Boulton, London 


CINEMA ADMISSIONS 


Biggest audiences for 26 years 

Cinema admissions rose to their highest level for 26 years in 
the first quarter of 1998, fuelled by the popularity of Trtarwc. 
Tbe Full Monty and Tomorrow Never Dies. Average weekly 
admissions reached 3.23m during the quarter, nearly 23 per 
cent higher In than the first three months of 1997, and more 
than 70 per cent above the same period six years ago, 
according to figures published yesterday by the Cinema 
Advertising Association. 

Admissions have doubled since 1984, when the UK’s first 
multiplex opened. Dodona, a research consultancy, estimates 
that 500 cinema screens have been added since 1992. 
Dodona expects a further 800 screens to open in the UK by 
2002 and annual admissions to rise to 185m from 139m last 
year. Alice Rawsthom, London 


CASINO GAMING PROTEST 


Government to index-link tax 

The government has agreed to index-link casino gaming duty 
for the rest of the current parliamentary term, following criti- 
cism by the opposition Conservative party about significant 
tax increases In test month's Budget 

The Budget took the top rate of duty from 33 Va per cant to 
40 per cent, a change that principally affects London’s casi- 
nos. London Clubs International, operator of seven of the 
capital’s 21 casinos, estimated the increase would wipe out 
up to a third of its annual profits. 

But Dawn Pnmarolo, a Treasury minister, said casino gam- 
ing duty would be index-linked providing there were no struc- 
tural changes in the industry. Earlier, Michael Fallon, a Con- 
servative Treasury spokesman, claimed casinos had been 
badly tut by the Budget. He said: “This was a dawn raid with 
a vengeance.” Andrew Parker, London 
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Orders 

German business 
international business 

Sales 

German business 
International business 
Employees 131/3/98) 
German operations 
International operations 

Capital expenditure 
and investments 

Net income after taxes 
before extraordinary items 

Extraordinary items 

Net income after taxes 
ind extraordinary items 
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DM billion 
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DM billion 


Strong growth in 
international business 


DM 

DM 


billion 

million 


DM billion 


..-a a&ft 

3-188 

T388.\ 


+ 10 % 

- 4% 
+18% 
+ 17%. 
+ 3% 
+25% 
+ 3% 

- 2 % 
+ 8 % 

- 6 % 

+ 10 % 


Information for Siemens shareholders 
Sustained buoyancy in international markets enabled 
Siemens AG, Berlin and Munich, to show strong 
growth in orders and sales in the first half of fiscal 
1998. The positive trends of recent months in Germany 
also continued, boosting business in the company's 
industry segment in particular. In Asia, sales still 
showed double-digit growth, while orders leveled off 
as anticipated. Worldwide, new orders rose 10% and 
sales climbed 17%. 


International business 
remained dynamic. New 
orders showed the 
strongest growth in Europe 
(outside Germany), 
where they surged 28% 
to DM18.6 billion. Orders 
jumped 26% to DM13.6 
billion in North and South 
America. Siemens also 
continued to expand its 
market position in Eastern 
Europe. 

Business leveled off in 
the Asia-Pacific region as 
anticipated. Compared 
with the previous boom 
year, new orders declined 
11% to DM6.5 billion in 
the period under review; 
nevertheless, this marks 
an improvement over the 


year's first quarter. Sales, 
in contrast, soared 28% to 
DM5.3 billion. In Germany, 
one-time factors (the sale 
of a number of activities; 
large projects the previous 
year) accounted for the 
decline in new orders. 

The components seg- 
ment was the company's 
major growth driver, and 
the Private Communica- 
tion Systems Group (PN), 
Automotive Systems 
Group (AT), Automation 
and Drives Group (A&D), 
as well as Osram and 
Siemens Nixdorf (SNI) also 
posted especially high 
growth rates. The increase 
in net income for the 
period is in part attribut- 
able to improvements in 
the industry segment as 
well as at Osram and SNI. 


The extraordinary gains 
were generated by the 
sale of the company's 
dental business and whole- 
sale 'i-center' organization. 
Growth in net income will 
continue to be dampened 
during the fiscal year by 
provisions for risks for the 
company's business in 
Southeast Asia, problems 
with a recently introduced 
gas turbine product line, 
and eroding prices for 
memory chips. 

For further information, 
visit the Siemens Internet 
site: http://www.siemens.de. 


Note: In accordance with German 
legal requirements, trie information 
contained m trite interim report has 
not been audited. 

Copies of the interim report are avail- 
able on request from S.B.C. Warburg, 
attn: Mr C. Ward, 2 Finsbury Avenue. 
London EC2M 2PR 


Siemens AG. Berlin and Munich 
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v? INTERVIEW GERHARD SCHMID, CHIE F EXECUTIVE MQBIUC QW 


An upwardly mobile star 


V 


Ralph Atkins reports on . the rise of the marl'.: 
behind the first company. to be listed on •' 
the Neuer Markt for innovative companies ■■■'. 


One of Germany's most successful businessmen - Gerhard Schmid’s MobSCom has pawn at a phenomenal rata 


Gerhard Schmid answers 
the door himself. There 
are oq press office flap 
ping, or even a secretary. After a 
morning's business in Bonn, he is 
working in a small, cold room at 
the Holiday Inn airport hotel, 
throwing torn-up paperwork' into 
the bin, 

It Is hard to believe he is one of 
Germany’s most successful 
businessmen with a stake in his 
company worth roughly DM2.7bn 
(fc.48bn). 

Mr S chmi d, founder a nd chief 
executive of the tele- 
communications group based in 
Schleswig, north Germany, is a 
novelty on more than one count 
First, there is the phenomenal 
rise of bis company. 

He started MobilCom in 1991 as 
a mobile telephone service com- 
pany with seven employees, By 
1993, turnover had exceeded 
DM 100m. But MobilCom's pres- 
ence only bt«an to be felt follow- 
ing its listing last March as the 
first company on Germany’s 
Neuer Markt the stock exchange 
for Innovative, fast-growing com- 
panies. 

Then, the full liber al isation of 
Germany’s telecoms market this 
year gave MobilCom a dramatic 
additional lease of life; Mobil- . 
Corn's , fixed-line business, based 
on renting infrastructure from 
Deutsche Telekom, suddenly 
emerged as a serious rival to less 
opportunist companies that were 
spending heavily building their 
own networks. 

MobilCom's shares, issued at 
DMB&5, bad risen to DM272 by 
the end of 1997, and then shot to 
DM1,600 in March this year, 
before slipping a little. 

The 62 per cent stake held by 
Mr Schmid, previously in charge 


of . marketing and distribution at 
Sixt. the car hire group, has - 
begun to taka on the proportions 
of a German Bill Gates. V • 

A second novelty. Is Mr 
Schmid’s experience of test-found 
wealth in a country suspicious of 
zealous entrepreneurs. It Jsqot- 
feirfly unique In Ganpaiiy ln». 
short a time," he says. 

* His style is deliberately mod-, 
est, eschewing the usual trap- 
pings of German husinassmen 
(he has not changed hte-car since 
1994 and hat no chauffeur). He 
still detects envy, however, “from 
those who are friendly hut say ft- 
is basically unfair to' earn so 
much in so abort a time. : It. Is a 
society problem - but specific to 
Germany". - - . - 

. Mr Schmid, 45, la also an exam- 
ple of how liberab&ition of mar' 
kets such as teleooms and the 
gradual evolution of a share- 
holding culture is changing 'the 
rules of German Industry. "It is 
clearly important for Germany 
because people such as me create' 
optimism. It ' is the : small 
companies going to the market 
that ean Increase their' value 
while creating lobe; they are Job 
machines.” 

There are additional ways' in 
which Mr Schmid le breaking 
conventions. While other new 
telecoms companies - notably 
the subsidiaries of Germany's 
large power utiHtiee - embarked 
on ambitious, billion D-Mark 
plans to build their own fixed- 
line networks, MobilCom spotted 
the arbitrage opportunities 
created by low wholesale rates 
for lines hired from Deutsche 
Telekom and Germany’s high 
retail telephone prices. 

Crucial was a decision last Sep- 
tember by Germany’s telecoms 


■ regulator, which set the rate for 
'’interconnections" with Deut- 
sche Telekom at an inter-: 
pgtionally.low level. - 

'Even private rector rivals such 
-«s Manoesmann Arcor, the BseA 
-hue business partly owned by the 
Mannesmann industrial ‘ con- 
' glomerate, complain that the reg- 
uletiwy gyatem is offering tfttie 
incentive to invest (Arcor has 
buflt 8 - network along the rail 
lines of its : partner, Deutsche 
Bal®),' 

Mr Schmid almosMioasts how 
little MoMlCran has eammitted to 
Its pew ftxed-lioe service r 
roughly DM40m qn switching 
tochndlogy, Tb? playing David 
versus Goliath," he says, . 

And- wtdle his financjally stron- 

Mr Schmid's 
fast-found wealth is 
novel in a country 
wry Of 
entrepreneurs 

a«t« •» nrtf 

ger rivals, emphasise quality 'and 
service as mhch as cost - Ger- 
man consumers are, after all, 
supposed -to.be ultra cautious 
about new products - Mr Schmid 
insists "the crunch point is the 
price". . ■ ■ ■ ' • •" 

MobilCom has gone for simplic- 
ity, It has one tariff of 19 pfennigs 
a minute countrywide, 24 hours a. 
day .Similar thinking lay behind 
the original mobile telephone 
business (the market for which 
was deregulated In 1990), where 
there is. no minimum contract 
period- M A 'customer can take . a 
mobile and tomorrow bring it 
back." Mr Schmid says. 

MobilCom to be making 
a profit already On its fixed line 
business, which la carrying asm 


minu tes of conversation per day- 
And while Deutsche Telekom 
wrestles with high costs and a 
bureaucracy inherited from its 
days as a public sector monopoly, 
and other rivals pay off 
investment costs, ' MobilCom s 
strategy - will continue to pay 
dividends. 

r_ Qncca week Mr S chmid travels 
to Bonn to negotiate with Deut- 
sche Telekom about additional 
capacity for his customers to ease 
Hie' congestion problems it faces. 
But the former monopoly appears 
to be raring the generosity of its 
original deal with MobilCom- 
"Deutsche Telekom is very stow," 

Mr Schmid complains.. "We haw 
a l per cent market share already 
and naturally they are worried.” 

Janies Golob, telecoms analyst 
at Deutsche Morgan Grenfell, 
attributes MobilCom's success to 
Hs marketing prowess and swift 
spotting of opportunities offered 
in Germany’s fast-evolving tele-*, 
corns market. "The trick will be c ' 
to use the cash flow from the 
arbitrage to build a business with 
long-term viability." he says. 

For his part, Mr Schmid links 
MobilCom’s performance to wider 
changes in Germany. First has 
been the importance of the Neuer 
Markt, which allowed MobilCom 
to finance its expansion. 

In March the company 
.acquired Cellway, another mobile 
phone service provider, for 
DM240 ql "Without the atockmar- 
ket l could never have bought 
Cellway . . . I wouldn't have had 
the success in fixed networks.” 

Second has been a change in 
the German attitude towards 
Shareholding and risk-taking, 
even If there is still caution about* _ 
the wealth that can result. 

In MobilCom's home town of 
Schleswig, Mr Schmid says the 
change is palpable. "If you go out 
to eat, all the talk at the tables is 
about shares - and not just in 


tSfc-. 









Research bears fruit - and vegetables 


Scientists at the U9 National 
Institutes of Health this 
weak paid .10 volunteers had 
bean successful 
immunised against £ coV 
bacteria by eating raw 
potatoes. The experiment 
was the teat human Mai of 
a s e emin gly fantastic health 1 
goal; to protect the world 
against d i sease s such as 
hep a t i ti s , efl ph th erla and 
cholera through geroticafy- 
engkieernd foods, writes ' 
Victoria Griffith. 

Immunity leweis of the 
patients were similar to 
those of patients vaccinated 
by noodle against the 
di s e a se. The potato 
vaccines are not 

commercial feasible. Most 
people do not Rko raw 
potatoes, and If they are 
cooked, the potatoes lose 
their pharmaceutical value. ' 
Yet the potato trials are - 
important because they . 
provide proof of concept 
Now that they know the • 
technology works In 
potatoes, scientists wfll put 
vaccines into cheap, widely 
oonsumed foods. Bananas 
are a prime c a ntMa te . 

The main .aim Is to reduce 
I mmu nisation coat, a 

forbidding barrier to fighting ' 
disease m developing 
countries. EdBAe vaccines 
would, in theory, be far 
cheaper than fractio na l 
alt erna ti v es, since they do 
not need expansive 


purification and 
refrigeration. U the crop is 
grown locally - as bananas 
are tn many developing 
nations - it would not have 
to be stripped, trimming 
costs even further. 

Whrie the developing 
world Is the cWef target, 
edible vaccines may also 
have a strong appeal for 
ind us t rialise d nations. Most 
people would rather eat a 
banana than get a shot 
‘The vaccine companies 
aren't int e rested in this 
research.now, because 
they’ve got the market sewn 
up with tr a dWon a l 
injections," says Charge 
Amtzen, the Cornell 
University scienti s t whose 
research led to the potato 
trial. "But they wH be 
Interested once they see 
there ia an alternative." 

Producing edible vaccines 
la cflfftaPIt To generate tiiem 
rese ar chers must coax the 
plant Into expressing genes 
that do not normaBy occur 
hi plants. Edarie vaccines 
work by the same principles 
as the latest injectable 
vaodnes: by giving patients 
part of the virus or bacteria 
that causes the disease in 
Question, 

The trouble to that plants 
recognise' most bacterial 
- and virus genes as foreign. 

If the intruders are 
introduced into their PNA, 
chances ore the plants wa 


simply ignore the genetic 
Instructions. Research at gl- 
eamed has focused mainly 
on fooling plaits into 
thinking these genes are 
part of their code. 

Concerns remain about 
dosage. Even if such crape 
Were easily cultivated, their 
contents would have to be 
administered by knowledge- 
able health care workers. 

-“You wouldn’t have people 
feeding off the medicinal 
village banana tree, it is 
more Hke a traditional 
medicine,* says Bernard 
hranoff, global co-ord i n a tor 
for vaccines at the World 
Health Organisation, which 
provides some of the 

funding for the research. 

• Promising results from 
another ground-breaking 
clinical trial of a plant-based ( 
immunotherapy were also 
pidriished this week in the 
Nature Medicine journal, 
writes Vanessa Moulder. 

Researchers at Guys 
Hospital in London 
genetically engineered a 
tobacco plant to pro&ice 
antibodies to protect against 
streptococcus mutans, a 
bacterial Infection that 
contributes to tooth decay. 

When they applied a 
solution of the antfoody to a 
volunteer's teeth, they found 
that the bacteria were 
unable to re-establish 
themselves in the mouth, for 
up to four months later. 
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New hope for 
superconductors 

Whatever happened to high '■ 
temperature superconductors? 
The discovery of these . 
ceramic materials - which * ■ 
lose their resistance to the 
flow of an electric currant at 
much higher temperatures 
than conventional metal 
superconductors - caused 
Immense excitement in the 
mid-1980s. They held out the 
promisd of innovations such 
as rapid magnetic ievftation 
trains and ultra-efficient power 
transm i ssio n . 

Some progress has been 
mode during the last 10 yearn 
tort performance baa been - 
disappointing, in practice, less 
than 10 par cant of the 
superconductor actually 
carries the current 

Researchers at the 
University of 

Wisconsin -Madison have 
come up wtth new findings on 
barriers to current flow, 
according to today's Nature 
magazine. They found that 
current was Impeded at 
boundaries between the 
grains of the crystalline 
material and creaks 
introduced to the 
manufacturtoq process. 


By eliminating the cracks, 
there is. hope that the 
material’s performance may 
be Improved enough for 
applications such as 
underground transmission 
tines and power transformers 

wfttifn six years. 

University of 

Wtsconski-Madraon: US, tel 
6082632134; lax 6082631087. 

Paint bonding 
breakthrough 

Researchers at Cairo, the 
Australian national research 
organisation, have found a 
solution to the problem of 
how to bond certain plastics 
and paints. 

The technology, called 
Staor, is being used in the ear 
Industry to join plastics 
mouMrigs to metal panels in 
a nearly unbreakable bond, it 
can also bond paint to the 
surface of moulded polymer 
vehicles parts. 

The technology, which 
works by modifying the 
surface of the polymer, is 
useful for polypropylene and 
polyethylene, which are 
particularly difficult to bond 
using traditional techniques. 

Slcorcanbe integrated into 
exist! no manufacturinq 


systems, operating at speeds 
of up to 300m a minute. 
Cairo: Australia, tel 
262766615; http:// 
www.csfro.au/news/ 


Doing away with 
the damp factor 

Installing barriers to prevent 
damp in buildings can be a 
mixed blessing. Although 
vapour barriers are effective in 
stopping damp from 
damaging waHs. they may 
cause condensation under 
certain conditions. 


The Fraunhofer Institute for 
Building Physics in Germany 
has tackled this problem by 
developing a humidity- 
dependent plastic sheet that 
adapts Its permeability to the 
surrounding humidity. 

In winter, it has low 
permeability, so preventing 
water vapour from diffusing 
from the inside and 


" XJI f vjul 

Fraunhofer Institute i 
Building Phystcs: Ge 
802464346; fax 802* 


Vanessa Houlder 
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fanaticism bites back 

Comedy of 
terrors 


Nigel Andrews on 

Hanif Kureishi’s 
best script since 
‘My Beautiful 
Laundrette* 

My Son The Fanatic, a 
grimly fanny film about 
east-west relations on 
Britain's own doorstep, is 
like an immigrant Absolutely 
Fabulous. Like the hit sit- 
com it shows yesterday's 
golden-age liberalism meet- 
ing its nemesis, not to say 
apocalypse, in today's ideo- 
logical solemnities. As in 
AbFab the child is judge and 
executioner of the parent, as 
north-England taxi driver 


MY SON THE FANATIC 

Udayan Prasad 


SLIDING DOORS 
Peter Howitt 

BREAKDOWN 

Jonathan Mostow 


SCREAM 2 

Wes Craven 


Parvez (Om Puri) finds when 
his son Farid (Akbar Rur- 
tha) responds to dad's years 
of conscientious self-wester- 
nisation by deciding to "go 
Moslem". 

The result is a wise, 
funny, caustic comedy of 
terrors. What do you do if 
the religious fanaticism you 
thought you had bred out of 
your life and family bites 
you all over again in your 
own front parlourf 

Hanif Kureishi's script is 
his best screen work since 
My Beautiful Laundrette. He 
takes a hint from that film 
(the social perils of 
interracial romance) and 
another hint from his 
screenplay for London Kills 
Me (the chaos wrought by 
an invasive guru) and 
weaves them into a new 
whole cloth. 

The older Parvez is a 
Anglo-Pakistani caught in 
an ill-fated love affair - with 
long-suffering prostitute Bet- 
tina (Rachel Griffiths) - 
while Farid fills the house 
with moral outrage. Moslem 
self-improvement, and a holy 


man specially imported from 
the home country. 

Chan tings from the Koran 
soon, drown out dad's jazz 
music- Mum is banished to 
the kitchen, where she must 
eat her meals as well as cook 
them. And for extra intercut- 
tural reverb we have a Ger- 
man shopping-mall tycoon 
named Herr Schltz (SteHan 
Skarsgard), being taxi'd 
between power parties by 
our hero even as the funda- 
mentalist ferment at the lat- 
ter’s home threatens to sim- 
mer over into violence on 
the streets. 

Director Udayan Prasad 
made the gently satirical 
Brothers In Trouble and 
finds, the same subtle ma gic 
here. After a nervous start 
in which everyone acts up as 
if on loan from a glee chib, 
the tone is impeccable and 
perfectly chosen: a wry, 
spry, awful- warning insouci- 
ance. 

Prasad and Kureishi 
attack religious intolerance 
but paint out that it is not a 
one-sided vice. In one scene 
the gentle cabbie - played 
by the pitted-featured Puri 
(of City Of Joy) with a won- 
derful air of distraught 
beatific patience - is forced 
to listen to a stream of caba- 
ret bigotry from a stand-up 
comic. The race war will go 
on, the film suggests, for as 
long as race difference 
exists; or at least until both 
religion and prejudice back 
off, leaving the planet for 
those who treat human 
beings as individuals in a 
free world not integers in a 
divine or geo-cultural equa- 
tion. 

* 

I tried hard to like the 
week’s other made-in-Britain 
(though fin a need- in - Am er- 
ica) movie Sliding Doors. It 
has been fanfare d across 
England as the next Full 
Monty and/or Four Weddings 
And A Funeral. But with its 
circular plot and cyclical 
riddles it seemed more like 
being trapped In revolving 
doors than those of the title. 

These are the hissing tube 
doors that heroine Gwyneth 
Paltrow, a humble PR execu- 
tive (spot the contradiction 
in terms), either misses or 
just squeezes through one 
kismet-packed day. We get 
both “what if?" stories for 


THE ARTS 



Yesterday's aMraflsm meats its nemsfe in today's fervent fundamentals™: Akbar Kurtha as Farid ki *My Son The Fanatic* 


the price of one, intercut for 
99 irrinntgR. in the first story 
she catches the train and 
has her life transformed by 
bright, kind, intelligent fun- 
loving Scotsman James 
(John Hannah). In the alter- 
native tale she misses the 
train and must work things 
out with unfaithful lover 
Gerry (John Lynch), who 
has been making the two- 
backed beast with his Ameri- 
can ex (Basic ' Instinct 3 
Jeanne Tripplehorn). 

If commuting were this 
much of an existential lot- 
tery, none of us would go 
near the Northern Line 
ag ain. The film gives a 
whole new vatic meaning to 
“Mind the doors." But 
though ex-TV sitcom star 
Peter Howitt's first efforts as 
writer-director deserve 
praise for a quirky and origi- 
nal premise, it foils to result 


in a likewise film. We feel 
trapped with a trio of talking 
heads in a daostrophobes* 
tragicomedy. 

Producer and better- 
known director Sydney Pol- 
lack. of Tootsie and Out Of 
Africa, could surely have 
urged a little more variety 
with the camera, and the 
script could have risked a 
subplot or two. As it is, the 
self-reflecting problems keep 
ricocheting off each other 
until we want to scream 
“Take the new boyfriend and 
just let us out" 

Gwyneth Paltrow does a 
creditable English accent, 
though she doesn't know 
how for down the Estuary to 
take it: glottal stops come 
and go. But the performance 
is too high-strung and one- 
note. Like the movie, it has 
the air of a promising con- 
ception frozen in the enor- 


mity of execution. In Sliding 
Doors we feel as if everyone 
has taken a jewelled day- 
dream. tried to expand it 
into an epic and realised too 
late that yon do not improve 
gems by giantlsing them. 

■* 

In the right fflm the minaed 
door or wrong turning can 
produce a humdinging plot. 
America away from the big 
cities, as we know, is more 
mythscape than landscape. 
Turn off Route 68 or any 
suchlike Interstate and you 
find yourself in Redneck 
Hell without a visa. In 
Breakdown we almost beg 
vacationing yuppie Kurt 
Russell “Don't go down that 
dirt road!" - this is a week 
for apostrophising the movie 
action - when he pursues 
the enigmatic trucker (J.T. 
Walsh) who appezu-s to have 
made off with Ids wife (Kath- 


leen Quinlan). She disap- 
peared alter climbing into 
his cab to drive to a phone 
when the couple's flash Jeep 
brake down on the highway. 

Soon there are mystery 
and mayhem all over the 
screen- Russell and car are 
subjected to grievous bodily 
trauma; a kidnap plot is 
unveiled; and we end up 
hanging from a bridge above 
a swollen torrent fi ghting for 
our lives. Hitherto a 
straigbt-to- video specialist, 
writer-director Jonathan 
Mostow mates The 
Vanishing with Duel to pro- 
duce an offspring somehow 
all its own: a nightmare 
painted in harsh, hot colours 
and acted to the egregious 
hilt by Russell and Walsh. 

Scream 2 is all the title 
says: d la mode hysteria 
revisited. Postmodernists 
who went mad for Scream I. 


with its eye-catching mur- 
ders punctuated by in-joke 
horror movie reference, can 
go mad all over again, cour- 
tesy of the same writer/di- 
rector team of Kevin Wil- 
liamson and Wes Craven. 

Back once more is the 
bloke with the cloak and the 
white, grimacing Edvard 
Munch mask. Back too are 
the overgrown teensters 
being knived, choked, 
whacked or just terrorised. 
You have to admire the 
opening scene with its self- 
mocking Chinese-boxery in a 
cinema showing something 
called Slob (Scream under 
another patent). But you 
don't have to admire or even 
stay for the rest, unless you 
think like some of my col- 
leagues that the horror film 
has hoe found its metafic- 
tive El Dorado. Count me a 
sceptic. 


Musical steams into deep water 


THEATRE 

ALAST AIR ”” _ ^ 

Stow Boat 

Prince Edward Ttoilia. Loudon, W1 

The 1927 musical Show Boat - 
music by Jerome Kern, book and 
lyrics by Oscar Hammerstein n - 
is a masterpiece both of musical 
theatre and of American art It 
bears much along in its vast 
stream: romantic comedy and 
near-tragic pathos, the endurance 
of female love ("Can’t Help Lovin' 
Dat Man". "Bill") and the cruelty 
of racial discrimination. It is 
about the gradual incorporation of 
some black music into the main- 
stream; about human values, and 
prejudice; about the flotsam and 
jetsam of human existence. Above 
all, it is about time and tolerance 
and America. 


Would you know this from the 
new West End staging, which 
comes to us direct from Broad- 
way? From time to time. As 
“Gant Help Lovin’ Dat Man" is 
taken up by Queenie and the 
black labourers, for example, it 
quickly becomes intoxicating. 
What an imperishable song this 
is! There is a pumping engine 
rhythm that prepares us for the 
jazz vitality that is to follow, and 
yet it has a raw, funky vigour all 
of its own. In the great refrain, 
"Fish gotta swim, birds gotta DyJ 
I gotta love one man till I die," 
each line is ravisiringly marked 
by a haunting rise and foil that 
seems to encapsulate the hope 
and resignation of the loving 
female heart 

Two scenes later, “Mis’ry’s 
cornin’ aroun’", sung with beauti- 
fully rich severity by Gretha Bos- 
ton as Queenie, keenly strikes a 


marvellous note of impending 
doom into the show. The expert 
showbiz clowning of Joel Blum as 
Frank nicely keeps the show's 
more fizzy layers bright 

If you are a Show Boat virgin, 
there is enough here to suffice 
you. But if you know the 1936 
movie and the complete John 
McGhxm 1989 recording, you win 
be soon aware of the irritating 
deficiencies of this staging: Sore, 
Show Boat belongs in the theatre; 
but the theatricality of this ver- 
sion is distinctly creaky, and its 
level of musicality is shockingly 
inferior to the last Show Boat seen 
in London (the Opera Nortb/RSC 
production, directed by Ian Judge, 
memorably sung at the Palla- 
dium). 

This staging is directed by 
Hal Prince, who sbould know 
better. Too ' often he turns 
each number into a Number: 


t flrrra music -d rama into musical 
routine. The nnspontaneous way 
Michel Bell, as Joe (the Paul 
Robeson role), turns out “OF 
Man River” sums this up. Instead 
of catching the calm resignation, 
wry humour and perceptive wis- 
dom of this role, Bell is consis- 
tently bland and (worse) phoney. 
Everything feels like his 999th 
performance of the role (he was 
no better when I saw him do it on 
Broadway in 1995), and the exag- 
gerated slowness of his porta- 
mento down back to the profbndo 
opening of the main melody is 
merely a camp effect, designed 
solely to draw attention to 
itselt 

likewise with Julie: which is, or 
should be, a great role. It is Julie 
- a woman of mixed race, who 
leaves a lasting impression on 
young Magnolia and who later 
sacrifices her own career for Mag- 


nolia's - who introduces the 
show's fullest account of “Can’t 
Help Lovin' Dat Man”, and she 
gives the show’s one and only 
account of that other classic sang, 
“Bill". But Terry Burrell over- 
iufiects and over-acts the role’s 
blowsy surface (in both saags and 
speech) without once convincing 
anyone that she has the charac- 
ter’s large heart 

There is much good period cho- 
reography by Susan Stroman, but 
she too takes the spontaneity out 
of the big numbers. As Magnolia., 
Teri Hansen starts with some dull 
and squally singing, but calms 
down to deliver the later part of 
the role touchingly. Hugh Panajro, 
whose voice and looks are per- 
fectly attuned as Ravenal, brings 
handsome singing to “You are 
Love". 

The worst travesty is the way 
that Prince has distorted the roles 
of Parthy and her husband. Cap’n 
Andy. Parthy is a mean-spirited, 
and virtually a non-singing role. 
But, to incorporate Elaine Stritch 


into the 1994 Broadway version 
and to give her a soft-centred role 
beneath the termagant facade, 
Prince took “Why Do I Love 
You?" - a song perfectly designed 
by the show’s creators for Magno- 
lia and Ravenal - into a groaning 
lullaby sung by Parthy to her 
poor baby granddaughter Kim, 
even though some of the wards 
made no seise in this context and 
though the tune is all out of char- 
acter for Parthy. 

London gets this Stritch -made 
role without Stritch. Actually, 
Carole Shelley is an improvement 
on Stritch, because less obtrusive, 
but as the show proceeds her 
Stritch impersonation becomes as . 
near as dammit. And Cap’n Andy? 
This role is at the dramatic centre 
of Show Boat, a constant voice of 
tolerance and kindness and sense. 
But George Grizzard plays it as 
feeble and apologetic and win- 
some. If you want to know why 
Show Boat deserves to be called 
an enduring classic, look else- 
where. 


MUSIC 

Beauty, 

but 

without 

colour 

Judging by the sold-out 
signs at each London recital 
and the steady flow of 
recordings, the Ian Bos- 
tridge phenomenon has 
developed an unstoppable 
momentum: all the more 
reason to question whether 
the young English tenor’s 
artistic growth has kept 
pace with his publicity. His 
performance of Schumann's 
Die h ter lie be and Wolfs 
Eichendorff songs at the 
Wigmore Hall on Tuesday 
suggested it has not 
The keys to Bostrtdge’s 
personality are his ambigu- 
ity, Ms aura of prematurely 
wasted innocence, and his 
vocal control - yielding 
massively long phrases on a 
single onhnrried breath, 
and thereby rendering a 
seamless continuity to the 
text. In Dichterliebe. the 
pauses and non-panses 
between songs were per- 
fectly judged. It was a well- 
rehearsed performance - 
perhaps too well -rehearsed. 

Bostridge’s problem is 
that he practises emotional 
neutrality and encourages it 
in his listeners. Hie colour- 
ing of the voice is unvaried. 
There’s no story-telling, no 
sense of relish in the Ger- 
man words. For much of 
Dichterliebe, Bostridge could 
have transposed any of the 
sentences and it would have 
made little difference. 

The singing was all 
legato, the text all conso- 
nance. rendering a glacial 
similarity to the first five 
songs. “Ich grolle nicht” 
might as well have been 
“The Merry Month of May", 
for all the depth Bostridge 
gave it Where emotion did 
come into play, it was of the 
detached kind - irony in 
“Im Rhein”, mockery in 
“Bin Jangling”, macabre 
gloating in the tragic 
finale. 

Bostridge’s very Engtush- 
ness has become a limiting 
factor. It’s as if he doesn’t 
want to dip into the turmoil 
in case he can't get himself 
out again. And of coarse, he 
-doesn’t need to: the ball is 
packed. 

The 15 Wolf songs suf- 
fered less, because the Bos- 
tridge style has common 
ground with their pre-Ex- 
presstonist idiom - notably 
in the apparition-like guise 
of the second “Soldier" song 
and the tone-painting of 
“Nachtzauber". But even the 
military metaphors came 
across in the manner of 
someone who hadn’t seen 
much of life. 

The recital’s saving grace 
was the accompanist, Julius 
Drake. In Dichterliebe. the 
ear was drawn time and 
again to Schumann's subtle 
framework of sound; in the 
Wolf, to a kaleidoscopic 
range of images, embracing 
the minstrel’s salon, the 
canter of the soldier’s horse 
and the swashbuckler's 
cathedral-like vision of 
immortality. Drake restored 
to the music all the colonr 
that had been drained out 
by the singer. 

Andrew Clark 


Repeat performance on Sunday 
May 3. 
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INTERNATIONAL 

Thielemann in a staging by Gfitz 
Friedrich; May 3 

period of the artisf s fame. The 
exhfoitjon marks the centenary of 

EXHIBITIONS 

Hayward Gallery 

Tet 44-171-261 0127 

Arfo 

CHICAGO 

and arrives at the V&A In October, 
after touring in Japan; to May 5 

www.hayward-goHery.org. uk 

Anfsh Kapoor one of a generation 

1 YJl Lj 

Guide 

Orchestra Hall 

Tel: 1-312-294-3000 
www.chtcagosyrnphony.org 

Chicago Symphony Orchestra; 

conducted by Pierre Boulez in 
works by Ravel, Ugeti. Messiaen 
and Roussel With piano soloist 

LAUSANNE 

OPERA 

Op&a de Lausanne, Theatre 
Municipal 

TeC 41-21-310 1600 
fl Matrimonlo segretoc by 

prominence in the 1980s, Kapoor 
creates sculptures using stone, 
steel, and mirrored metal. This is 
the first major showing of his work 
in a public gallery in Britain, and 
includes massive new stone 
pieces; from today until Jun 14 

AMSTERDAM 

Pierre- Laurent Aimard; Apr 30; May 
1, 2,5 

Cimanosa. Conducted by Jonath&T 
Darlington in a staging by Alain 

National GaBeiy 

Tel: 44-171-839 3321 

CONCERTS 

EDINBURGH 

Hagley: May 3, 5 

Anthony Caro at the National 

Concertgebouw 

TeC 37-20-675 44 XJ 
• London Symphony Orchestra: 
conducted by Michael Tflson 

Thomas m works by Bernstein and 

EXHIBITIONS 

Scottish National Gallery of 
Modern Art 

TeC 44-131-624 6200 

LONDON 

CONCERTS 

Royal Festival KaH 

Display of recent sculptures which 
take their inspiration from painters 
including Mantegna and 
Rembrandt; to May 4 

Copland; May 2 

• London Symphony Orchestra: 
conducted by Michael Tfeon 

Thomas in works by Bernstein. 

Ives, Mahler and Strauss: May 3 

Display of 10 

spedaJ^yamnrrissionQd works by 
one of Scotland's leading 
contemporary artists; to Jun 28 

• Barenboim Beethoven Cycle: 
series of six concerts, with 
Barenboim conducting the naie 
Symphonies and cfirectfog the five 
Piano Concertos from the 

LOS ANGELES 

OPERA 

LA. Opera, Dorothy Chancier 

Pavilion 

RERUN 

DANCE 

Deutsche Oper 

7W: 49-30-3418-01 

La Sylphtda- revival of a production 

FLORENCE 

OPERA 

Maggk> Musical* Fiorentino 

Tet 39-55-211158 
www.nutggiofiorentino.CQrn 

Lady Macbeth of Mtsensk: by 

Shostakovich. New production by 
Lev Dotfin, conducted by Semyon 
Bychkov; Teatro Gomunale; May 2 

keyboard. With tha Staatekapefie 
Berlin, the London Symphony 
Chorus and soloists tb* May 5 
• London Philharmonic Orchestra: 
conducted by Mark Wiggiesworth 
in works by Webern. Brahms and 

Tel: 1-213-972 8001 
wwwJ0opera.org 

1) Trovatoro: by Verdi. Conducted 
by Gabriele Ferro in a staging by 
Stephen Lawless. Cast includes 
Vladimir Bogachov; May 2, 5 

designed by David Walker and 
directed by Peter Scheufuss. after 
Amust Boumonviite: May 1 

Joshua Befl; May 3 
• PhOharroonia Orchestra: Mozart 
Piano Concerto Cycle. The second 
of two concerts given by Andres 

MUNICH 

CONCERTS 

PMharmonie Gasteig 

Deutsche Oper 

fi»*49'30*343S4-O1 
• by Wagner. Revival 

conducted by 
Thafemartn and staged 
^ ^Frfodridt; Apr 30 
"Pare** Winner. New 

P*™ 6 *** conducted by Christian . 

KORIYAMA 

EXHIBITIONS 

Koriyama Chy Museum of Art 
rat 81-349-58 2200 

Aubrey Beardsley: nrore than 200 

drawings, prints. p«t«s«|d 

bonte created during the brief 

SchWf features the three final Piano 
Concertos, Nos. 25, 26 aid 27; 

Apr 30 

• The Royal Opera: Parsifal, by 
Wagner. Concert performance, 
conducted by Bernard Haitink. The 
Iffie role is sung by Ptaodo 

Domingo; May 1 

TeC 49-89-5481 8181 

• Munich Phiftarmonic Orchestra: 
conducted by Heinrich Klug in 
works by Ginastara and Milhaud; 
May 3 

• Bartn Philharmonic Orchestra: 
conducted by Ctaudb Abbado in 
works by Mahler and Larsson; 


May 5 

EXHIBITIONS 
Haus der Kunst 
Teh 49-89-211270 
Arnold B&ckfin, Giorgio de Chirico. 
Max Ernst Journey into the 
Unknown. Selection erf 130 
paintings, collages and sketches, 
previously seen in Zurich; ends on 
Monday 


NEW YORK 

CONCERTS 
Lincoln Center 
Tet 1-212-721 6500 
wwwJkKotncenter.org 

• New York Philharmonic: 
conducted by Leonard Siafidn in 
works by Carter, Mahler and Suk. 
With baritone Dmitri Hvorostovsky; 
Avery Fisher Hall; Apr 30; May 1 

• New York Philharmonic: 
conducted by Leonard Slatkin In 
chamber music by Devienne, 
Samt-SaSns and Rave!; Avery 
Fisher Hali, May 2. 5 


PARIS 

CONCERTS 

Salle Pleyel 

ret 33-1-4561 6589 

Orchestra de Paris: conducted by 

Kurt Sanderifng in works by Mozart 

and Bruckner. With viofin soloist 

Tedi Pepavramb, Apr 30 


ROME 

EXHIBITIONS 

Palazzo Ruspoli 
Tel: 39-6-6830 7344 
www.polazzonjspoSJt 
Mummy Portraits: nearly 200 
portraits, previously seen at the 


British Museum in London, painted 
on wooden panels, linen shrouds 
and plaster masks: ends today 


SAN FRANCISCO 

CONCERTS 
Davies Symphony Hall 
Tek 1-415-864 6000 
wwwJsfsymphony.org 
Anne-Sophie Mutter performs the 
complete Beethoven viol fan sonatas 
in a series of three concerts, in 
matinee and evening performances 
on May 3 and an evening 
performance on May 4. With 
pianist Lambert Ortas 


TOKYO 

DANCE 

Bunkamura 

Tat 81-3-3477 9999 
Matsuyama Ballet Giselle, in a 
staging by Tetsutaro Shimizu, with 
a cast Including Yoke Morishita. 
With the Royal Metnopo&tan 
Orchestra conducted by Sftunsaku 
Tsutsuml: Orchard Halt May 3, 4 

EXHIBITION 
Suntory Art Museum 
HighHghts of Asian Painting from 
Cleveland’s Museum of Art 
selection of 100 works ranging 
from the 11th- 19th centuries and 
focusing on tha figured tradition; to 
Jun21 


TORONTO 

EXHIBITIONS 

Art GaBeiy of Ontario 

Tet 1-416-979 6656 
• Julia Margaret Cameron: The 
Creative Process. 90 works by the 
Victorian photographer, lent by the 


Getty Museum; ends on Monday 
• The Warhol Look/Glamour Style 
Fashion: major retrospective 
tracing Warhol's career from the 
1940s to the 1980s; ends on 
Monday 


VIENNA 

EXHIBITIONS 
KunstHausWien 
Tel: 43-1-712 0495 
COBRA 1948-1951: organised to 
mark the 50th anniversary of a 
past-war group of experimental 
artists who derived their 
movement's name from their three 
cities of origki: Copenhagen, 
Brussels and Amsterdam; 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday. GMT: 

0CL30: Moneyline with Lou Dobbs 
1 3^30: Business Asia 

19.30: Warftf Business Today 
22.00: Worfct Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 0820; 09:20; 
1DS20; 11201 11:32; 1220; 1320; 
1420. 

At 0820 Tanya Beckett erf FTTV 

reports live from UFFE as the 

London market opens. 
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SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 


Blair’s first birthday 

If party politics were seen as a competitive struggle for votes, 
there would be less need to seek a 'third way’ 


In the flood of comment on 
New Labour's first year in 
office there is a sense of 
puzzlement arising fr o m the 
elements of continuity with 
- and development of - 
post-Thatch erite Tory 
economic policy. Simply 
listing them could fin a 
whole article. 

Labour is at least as 
committed to mnfafwtng the 
growth of public spending, 

making low Hiflatinn the 
“judge and jury" of 
monetary policy and 
promoting employment by 
supply-side labour market 
measures. Even privatisation 
has been taken into new 
areas, such as a register of 
public sector assets as 
candidates for sale. One 
senior official remarked to 
me: “The new government 
hag been doing everything I 
tried so hard to persuade the 
Tories to do over nearly 20 
years." 

There is nevertheless a 
lack of willingness to accept 
that many New Labour 
policies are built an 
foundations laid by its 
predecessors. For instance 
file grant of operational 
independence to the Bank of 
England would not have 
been possible without the 
trial run of the “Ken and 
Eddie show" in which the 
last chancellor m g a gp d in 
open dialogue with the Bank 
governor. 

Even the policy hailed as 
central to New Labour, 
namely welfare to work, 
builds on earlier 
Conservative initiatives, 
such as the pilot schemes 
announced by Kenneth 
Clarke in his 1994 Budget 

Gordon Brown, the 
chancellor, can legitimately 
claim credit for improving 
schemes he inherited, such 
as Family Credit (renamed 
Working Families Tax 
Credit) and for making such 
measures the cen trepiece of 
policy. Presentation matters. 


There are areas where Old 
Labour prejudices still hold, 
notably few minimum wage. 
Too many economists have 
conveniently forgotten their 
own adverse comments on 
this. An honourable 
exception Is the 
farfrom-rightwing National 
Institute of Economic and 
Social Research which 
estimates that a mitiimnm 
wage of £3.70 pa - hour would 
cost a quarter of a million 
jobs. 

But there is a readiness to 
embrace the price 
mechanism in new areas, for 
instance, road pricing, both 
for legitimate environmental 
goals and to tackle problems 
such as road congestion, 
even though fefc readiness 
is disguised by reassuring 
words about an “integrated 
transport policy". 

New Labour leaders react 
uneasily to praise far 

mrmmg market rw pftaillg m 

better than the Tories. They 
insist they are doing no such 
thing, but are instead 
looking for a “third way". 

Much of tha tmoasB arises 
from the myth that the two 
main parties must represent 
completely different political 
ideologies or even 
philosophies of life. A 
p er c e pt i ve Austro- American 


economist, Joseph 
Schumpeter, suggested more 
than 50 years ago that 
political parties are best 
seen as teams competing for 
the citizen’s vote, much as 
businessmen compete for the 
consumer's pound or dollar. 

Such competition is 
perfectly honourable and 
makes for a more tolerable 
society than if we had a 
revolution whenever the 
government changed or if 
the rhetoric about “wasted 
years” when the otbm' side 
was in office were believed. 

It is also perfectly 
reasonable for arguments 
about policy - of which 
Europe is only the headline 
example - to cut across 
party lines. And for there to 

be a greater difference 
between the policies of the 
some party indifferent 
decades than between the 
different parties at the same 
time. The periods when 
Labour tried to introduce a 
new economic system or a 
T Vifltchff fto gov ernment 
tried to redirect the entire 
aims of the state are — and 
should be - necessary 
exceptions. 

It is quite legitimate for 
the government to use the 
personality of Tony Blair as 
its strongest card. The jury 


is still out on achievements 
such as the Northern Ireland 
settlement but his ability to 
cheer people up and mobilise 
consent is at least as 
valuable as long lists of 
detailed commitments. But 
like Margaret Thatcher 
before bun, he needs to 
distinguish between 

grohfgfing the market and 

support for individual 
businessmen. 

Another contemporary 
myth is that those policy 
conflicts that do exist should 
centre on the economic field. 
It Is important to discuss 
whether the British economy 
can achieve a soft landing 
after Its recent boom and 
how to manage the conflict 
between internal and 
external economic stability, 
spotlighted by the high 
pound. But these are 
perennial problems where 
attitudes are more affected 
by economic faferan thari by 
the party in power and 
where voters rightly judge 
performance and leave 
detailed policies to ministers 
and rials. 

Labour's approach to 
devolution, constitutional 
refo r m ar|r i human rights — 
both in incorpcoating the 
European Declaration into - 
British law and in accepting 
that human rights do have a 
place in foreign policy - 
mar k a genuine and radical 
advance over both 
Thatcherite and paternalistic 
Toryism. There is no need to 
invent a bogus economic 
philosophy as well 

The search for a third way 
is partly based on the 
Tniatakan belief that the 
Tories (like the Republicans 
in the US) are the party of 
individualistic market 
iitwnHsm from which 
Tabonr ha« to differentiate 
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Interested 

in daily updated info 

on Danish 
mortgage bonds? 


Visit our homepage, with daily updated info 
on Danish mortgage bonds and research on the 
Danish economy and bond market at the address: 

www.nykredit. dk/bank 

or refer to the following pages: 

Bloomberg: NYKREDIT <Go> 

Reuters: NYKREDIT <Enter> 

For further information please contact us at the 
following address: 

Nykredit Bank 
Bredgade40 

P.O. Box 3033 Phone: +45 33 42 18 00 

DK-1021 Copenhagen K Fax: +45 33 42 18 01 

Nykredit Bank is a specialized bank that offers 
corporate loans and investment broking to 
major corporate customers as well as securities 
transactions to professional investors. Thus, the 
bank offers a full investment banking concept 
covering both bonds and equities. 

Based on Nykredit*s many years of expertise in 
the mortgage bond area, Nykredit Bank is well 
established as one of the leading players in the 
Danish bond market. 


Nykredit Bank 


Nykredit Bank is a specialized book atich apart eftita Nykredit Group as a 
the leading Dam& mortgage bank, NyiueddAIS. 



itself. But as a moment in - 
the company of real Tories 
male pc clear, they are m u c h 
more and much less 
market liberals. If only 
Labour realised this, it could 
be less shamefaced about 
itself embracing true market 
liberalism with a 
redistributive element 

Admittedly, there are 
people Inside and outside 
New Labour who are 
unhappy at stopping here 
and who are detennfaed to 
find new paths, although 
more in the social than the 
economic area. 

The most i nterestin g 
at tempt to flvfipg thefr g reat 
comes from Professor Julian 
Le Grand of the London 
School of Economics who 
line coined the term “cora": 
community, opportunity, 

responsihaftyand 

qrmnntaWHty These ca ti all 
be given a benign 
interpretation, but as the 
professor says, they also 
possess the potential for 
community tyranny. For 


instance, “naming and 


shaming" by a minister. 


even in the arcane area of 
♦ha mtaeMing ** ptrara rrag, 
should be no part of a free 
society governed by the rale 
of law rather than the 
whims of politicians. Near 

ran a liber tarian wHmir p few 

attempt by central 
government to impose 
masses ctf homework on 
children throughout the 
country rather than to 
encourage a variety of 
ed ucational approaches. 

But in much of this area a 

l ibertarian te ff homring 

among evils. The 
authoritarian strands in 

cnHal and erfnratlrranl policy 

go back to the attempts cf 
the Major government to 
play up to what it thought 
was a popular mood. And 
while no one can describe 
Jack Straw, the home 
secretary, as afraid of 
severity, he is less 

a iithnritarifln than big 

earlier rhetoric suggested, 
and a trig i mprovement on 
his predecessor, Michael 
Howard. 

Unfortunately, as Prof Le 
Grand remarks, what 
matf u r s t/> the gm m t nnm t ** 

not what people like he or I 
think, but how these themes 
play among the readers of 
the tabload newspapers 
where it thinks the nort 
election will be won. 

sanweLbrittanQfLcom 


LETTERS TO THE EDITOR 
Bank of Japan’s balance sheet 


From Mr Attn Nagashima. 

Sir. I am writi ng to you 
concerning a few of your 
articles that touch on fee 
injection of liquidity by the 
Bank cf Japan. For example, 
in your leading article 
“Addressing the US bubble" 
(April 22) yon wrote feat fee 
massive injection of HquHUty 
fay the Bank had inflated file 
value of assets outside 

.fa pan 

The paint I want to make 
here is feat recent develop- 
ments concerning financial 
market liquidity in Japan 
should be more carefully 
refereed ta Other than a fac- 
tual asreetton of the pace of 
amaden cf Bank assets, I 


fed I must elaborate on the 
background so as not to giro 

general readers the misper- 
ception that Japan has 
expo rted inflationary pres- 
sure to the global economy. 

If I may conclude first, a 
significant portion of the 
recent expansion of the 
Bank's hai^ry^ sheet, wife 
the latest growth of 35 per 
cent over the previous year, 
is attr ib u table to technical 
factors including a distinct 
accounting treatment. They 
appear as double counting or 
the increase in liability 
items other than banknotes 
and reserves. Actually, the 
growth of banknotes was 
about 7 per cent over fee 


previous year as of April 20. 
which was slightly higher 
than the average growth 
rate during fee second half 
of 1997. This means that a 
recent significant rise In the 
Bank's total asset figure 
does not directly point to a 
massive increase in actual 
liquidity in fee banking sys- 
tem. 

As for the background, 
{fast it is important to note 
that our repo transactions, 
which were newly intro- 
duced In November last 
year, are double counted on 
both sides of the balance 
sheet. More precisely, repo 
transactions in Japan are 
specified as “security bor- 
rowings with cash collat- 
eral” instead of “security 
purchases". 

As a consequence, follow- 
ing fee Fair Accounting 
Practices, “Japanese govern- 
ment securities in custody" 
as well as “cash collateral 
against securities borrowed" 
an the asset side, and “secu- 
rities borrowed" as well as 
“current deposits” on the lia- 
bility side, should be appro- 
priated respectively. As such 
double counting accounts for 
roughly 8 percentage points 
in terns of contribution, fee 
actual growth of Bank assets 
tuns out to be about 27 per 
cent 

maturity transfor- 


mation has contributed to 
the simultaneous expansion 
on both sides of tho balance 
sheet. The Bask, in the face 
of heightened sensitivity of 
market participants over 
liquidity and credit risks, 
has supplied longer-term 
fends (mainly one to three 
months of maturity) primar- 
ily -through the purchases of 
mu* and commercial papers 
while absorbing fends wife 
shorter maturity (mostly 
less t b an one month) by 
< con in g Bank bills. 

Third, although they have 
maintained rather high 
growth, loans by the Bank, 
mostly special loans to failed 
Institutions, have been basi- 
cally offset by market 
operations by the Bank. 

Again, all in all. fee sub- 
stantial expansion of the 
Bank's balance sheet stems 
from a rather technical back- 
ground. It should be borne in 
mind, at the same time, that 
the Bank maintains its 
accommodative policy 
stance in light of the current 
economic conditions. This 
policy stance was confirmed 
in last week's Monetary Pol- 
icy Meeting. 

Akira Nag a sh lm a, 
executive director, 

Bank of Japan, 

CPO Box 203. 

Tokyo 100-91, Japan 


Sign suggestive of a soft landing in the US 


From Dr C. Ramaswamy. 

Sir, I write to question 
your editorial (“Addressing 
the US bubble", April 22) 
based on the view that US 
stock markets are over- 
valued and that “the mar- 
kets have continued to 
explore record territory". US 
stock markets are losing 
speed, a phenomenon not 
encountered before in the 
US. It has taken more time 
than before for the Dow 
Jones Industrial Average to 
rihnh the 1J)00 points from 
7,000 to 8400, and even lon- 
ger to to reach 9400. 


The Dow is showing signs 
of running uphill but not 
reversing. This new feature 
may suggest a soft landing 
rather than a crash or asset 
bubble. With real-time moni- 
toring by all stockholders 
and mutual fends, and 
helped by the revised circuit 
breakers in NYSE, one can 
go by this suggestion. 

US real Interest rates are 
high and are not in step wife 
faflaflnn Ewn if the Federal 
Reserve Board should raise 
fee “funds rate" in the near 
term once or twice, the stock 
markets may recover as in 


1994. David Hale’s article 
alongside your editorial 
(“Our mutual revolution") 
tells a different story - a 
happy story of mutual funds 
In US as a pillar of the stock- 
market 

If cme gets puzzled alter 
seeing these extreme opin- 
ions, one deserves to be 
excused. 

G. Rama5wamy, 

B-103, “Laxmfnarayan*. 
Tagore Road. 

Santacruz, 

West Bombay, 400054, 

India 
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Network guerrillas 

Guy de Jonqui&res looks at how the growing power of lobby groups and their use 
the Internet is changing the nature of international economic negotiations 


T here is a memora- 
ble scene in the 
fUm BtUch 
and the Sundance 
Bd when the outlaw heroes 
are hounded for days by a 
bunch of armed men on 
horseback. After falling to 
shake off their mysterious 
pursuers, one of the hunted 
men asks despairingly: “Who 
are these guys?” 

fflmflaT ftw and bewilder- 
ment have seized govern- 
ments of industrialised coun- 
tries as they struggle to 
draft rules for the treatment 
of foreign investment. To 
their consternation, their 
efforts have been ambushed 
by a horde of vigilantes 
whose motives and methods 
are only dimly understood in 
most national capitals. 

This week fee horde 
ftiahrwMi its first success a*7d 
some think it could funda- 
mentally alter the way inter- 
national economic agree- 
ments are negotiated. 

The target of their attacks 
was the Multilateral Agree- 
ment on Investment (MAD 
being negotiated at the 
Organisation for Economic 
Co-operation and Develop- 
ment, the attackers a loose 
coalition of nongovernment 
organisations (NGOs) from 
across the political spec- 
trum. They Included trade 
unions, environmental and 
human rights lobbyists and 
pressure groups opposed to 
globalisation. 

The opponents’ decisive 
weapon is the internet Oper- 
ating foduki around t)w world 
via web sites, they have con- 
demned the proposed agree- 
ment as a secret conspiracy 
to ensure global domination 
by multinational oo pyanfe s, 
and mobilised an interna- 
tional movement of grass- 
roots resistance. 

This week, they drew 
blood. Unnerved by the cam- 
paign against the MAI, 
OECD ministers interrupted 
the negotiations for six 
months In a belated effort to 
rally support for the pro- 
posed agreement among poli- 
ticians and voters at home. 

Does it matter? Postponing 
the agreement may make 
little difference for the 
maligned MAI is a paper 
tiger. Trumpeted as a his- 
toric initiative in 1995, 
flawed preparatory work and 
bitter disagreements nmmg 
negotiators have thwarted 
its main aims anyway, such 


as relaxing natirma\ invest- 
ment restrictions. 

Nonetheless, the unex- 
pected success of file MATs 
detractors in winning fee 
public relations battle and 
placing gov Ht iifflpnt u nn fee 
defensive has set alarm bells 
ringing. This episode is a 
turning point," says a vet- 
eran trade diplomat. “It 
means we have to rethink 
our approach to interna- 
tional economic and trade 
negotiations.’* 

-The central lesson Is that 
fee growing demands for 
greater openness and 
accountability feat many 
governments face at home 
are spilling over into the 
international arena. That 
makes it harder for negotia- 
tors to do deals behind 
closed doors and submit 
fenm for rubber-s t ampi ng by 
parliaments. Instead, they 
face pressure to gain wider 
popular legitimacy for their 
actions by explaining and 
defending feam fa. public. 

There are signs these 
trends could affect many 
international economic 
agreements, Inctadlng those 
involving the World Bank 
and International Monetary 
Fund. But nowhere are fee 
lessons of the MAI affair 
likely to be studied more 
intently then at the World 
Trade Organisation. Born 
out of the General Agree- 
ment cm Tariffs and Trade (a 
highly technical body), the 
WTO is emerging as fee pre- 
eminent forum for global 
economic rule- making 

Its task is complicated by 
three closely-related trends: 

• The threat of “globalisa- 
tion backlash", as voters in 
the US and many other 
countries blame social and 
ftctmomic insecurity on free 
trade and open markets. 

• The extension of trade 
liberalisation beyond border 
barriers, such as taxifb and 
quotas, into areas that were 
until recently regarded as 
national policy preserves. 

Asa result, trade liberalis- 
ation impinges far more 
directly than ever an ordi- 
nary people's lives, and risks 
stirring op popular resent- 
ment when it conflicts with 
sensitivities over issues siuch 
as environmental and food 
safety standards. 

• The growing reach of the 
WTO’s disputes settlement 
procedures. Critics allege, 
that the body’s increased 


power to enforce world trade 
law puts countries' sover- 
eignty at fee mercy of a judi- 
cial process that lies beyond 
national control. Defenders 
of the WTO reject such criti- 
cisms as inaccurate ill- 
informed. But some admit 
fee organisation and its 
members are paying the 
price for acting with unnec- 
essary secrecy. 

The system is already fray- 
ing at fee edges, partly 
under pressure from its own 
members. Governments 
involved in controversial 
trade dispute cases regularly 
“leak" confidential interim 
rulings by WTO panels. 
WTO chief Renato Ruggiero 
says tha t unless disclosure 
rules are reformed, the 
organisation’s credibility 
will be undermined. 

A U54ed debate is under 
way on opening the doors 
wider. The WTO has 
equipped its new council 
chamber with a public gal- 
lery and invited representa- 
tives of mare than 150 NGOs 
to its ministerial meeting 
next mpnfe. Some diplomats 
favour making disputes 
panel hearings public. 

However, It is uncertain 
whether such moves will be 
enough to satisfy the critics. 
Most nffirfflia a dmi t they are 
in a riilflmmn over how to 
deal with the NGOs’ 
demands, and how to assess 
their political strength. 

One problem is deciding 
which organisations to listen 
to, and whom they repre- 
sent. Governments agree 
that many safe groups hold 



Paul Newman a> Butch Caaakfr: 
Wo are thaw Buys?* 


views that reflect a broad 
swathe of public opinion. 
But they also believe much 
pressure is exercised by 
fringe movements feat 
espouse extreme positions, 
with little public support. 
The trouble is, as officials 
concede, that good organisa- 
tion and strong finances 
enable such groups to wield 
much influence wife fee 
media and members of 
national parliaments. 

The desire to neutralise 
the impact of such lobbying 
may push governments to 
work mare energetically to 
drum up business support 
for liberalisation agree- 
ments. The OECD’s failure 
to do so in fee case of the 
MAI is an important reason 
for its problems. 

Business lobbies which 
trade negotiators have tradi- 
tionally suspected of being 
mainly Interested in preserv- 
ing protection are bec oming 
more active as proponents of 
free trade. Strong support 
from industry leaders on 
both sides of the Atlantic 
played a big role fa WTO 
agreements last year to elim- 
inate information technology 
tariffs a n d open global finan- 
cial services markets to 
more competition. 

Nonetheless, striking the 
balance between wider pub- 
lic consultation and capitula- 
tion to lobby groups will not 
be easy. Some diplomats fear 
that if they concede too 
much they will be unable to 
resist demands for direct 
participation by lobby 
groups in WTO decisions 
which would violate one of 
the body's central principles. 

"This is the place where 
governments collude In pri- 
vate against their domestic 
pressure groups," says a for- 
mer WTO officiaL “Allowing 
NGOs in could open the 
doors to European fanners 
and all kinds of lobbyists 
opposed to free trade." 

He and other trade experts 
fear the result would be to 
paralyse fee WTO’s effec- ■ 
tiveness as an engine for ■ 
freeing trade and turn it into 
a happy hunting ground for 
special interests. 

However, free trade advo- 
cates are aware that the MAI 
affair is likely to mean they 
will have to fight harder to 
keqp the WTO’s mission 
intact. “The NGOs have 
tasted blood." says one. 
"They'D be back for more." 
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Emu’s capital consequences 


Thursday April 30 1998 re* 


Birth of the euro 


Emu will put the heat on Europe’s industrialists. But, 
argues Hugo Dixon, they will end up the better for it 


Year one of 
new Labour 


Perhaps the most remarkable 
achievement of Tony Blair’s 
Labour government is to have 
continued to ride the wave of 
popnlarity that swept it into 
power a year ago. The prime min- 
ister now ftiafrw convincingly 
that Britain’s voters wanted 
more than revenge against a 
tired and squabbling Tory party, 
and that he has found the way to 
provide it 

Precisely what new Labour has 
provided and why it proved such 
a potent draught are more diffi- 
cult to define. The most obvious 
reason is that in many respects, 
the new government’s policies 
have been indistinguishable from 
those of a moderate Tory admin- 
istration. In some cases, such as 
poison privatisation and the abo- 
lition of student grants. Labour 
moved much further to the right 
than it advertised in opposition. 
In others, such as the manage- 
ment of the economy, taxation 
and its tough stances against 
crime and welfare abuses, it has 
offered mainly a new language to 
sell old policies. 

This marketing job should not 
be underestimated. Democracies 
must be governed by consent, 
and over a wide range of issues 
the Blair government has proved 
much more adept than its prede- 
cessor. But these skills have 
sometimes made the government 
difficult to assess. Its rhetoric 
remains as grandiloquent and 
often as imprecise as it was in 
opposition, leaving large uncer- 
tainties between its proclama- 
tions of purpose and how it will 
achieve them. The green paper 
on welfare reform is an example. 

Clearly, it would he wrong to 
expect Labour to have all the 
answers instantly. But it has 
raised large expectations, and it 
will be judged the more harshly 
if it fails to deliver. 

Fiscal framework 

In two respects, however. 
Labour has moved faster and 
further than expected; in estab- 
lishing a long-term monetary and 
fiscal framework and in constitu- 
tional reform. On the economic 
front, giving operational indepen- 
dence to the Bank of England 
was an astute move, which, com- 
bined with the maintenance of 


tight spending limits, impressed 
the markets. A pro dent Budget 
this year, and the continued 
courting of business interests, 
have confirmed the view that 
Labour wffl be at least competent 
in managing the economy, and 
perhaps outstanding. 

On constitutional reform, Mr 
Blair has started a process that 
may prove much more radical 
than most people, including 
many of his ministers, fully 
understand. The Scottish and 
Welsh assemblies, an elected 
mayor for London (and perhaps 
other dries), win in ttmi» create a 
significant shift of power away 
from the House of Commons. The 
momentum may well lead to 
regional assemblies in England, 
and elections for the upper cham- 
ber, which would transform the 
governance of the UK, especially 
if some form of proportional rep- 
resentation is also introduced for 
general elections. 

Right direction 

Having got up steam for these 
reforms, the Blair government 
may not yet be sure how far 
down the line it wants to traveL 
But it is certainly going in the 
right direction: to devolve power 
away from the Commons. And 
this process will be given a sig- 
nificant push from two other 
manures: the new Freedom of 
Information Act, and the Incorpo- 
ration of the European Conven- 
tion of Human Rights, which 
gives substantial extra powers to 
the judiciary. 

Altogether, these economic and 
constitutional measures, the real 
possibility of an enduring North- 
ern Ireland settlement and the 


Replacing Europeau-style 
capitalism with the Anglo-Saxon 
variety can hardly have been the 
«frn of the politicians who con- 
cocted economic and monetary 
union in Europe But that, para- 
doxically. is just what is likely to 
happen. 

One way it will do so is 
through labour markets. Emu’s 
one-siae-ftts-aD monetary policy 
will be such a straftjacket the* 
flexibility will be needed else- 
where. That could help freer 
(“Anglo-Saxon”) labour practices 
spread more widely. 

But a less explored and poten- 
tially even more rapid way in 
which Anglo-Saxon capitalism 
wiU catc h on is via the capital 
markets. 

The single currency wiU give 
birth to a large single capital 
market. This is likely to gm*ii 
less like continental Europe’s 
stakeholder capitalism »tiH more 
like the shareholder capitalism 
predominant in the US and UK. 

As companies in all sectors 
start co m pe tin g for funds on a 
Europe- wide basis they will have 
to change their behaviour and 
embrace the philosophy of share- 
holder value. 

A chain reaction beginning 
with the political decision this 
weekend to launch Emu will 
unintentionally alter the way 
investment is channelled and 
hpru-o end up affecting the enftrr* 
corporate sector. 

European capitalism is trans- 
I forming itself anyway. Compa- 
i nies are paying incraasing atten- 
tion to shareholders’ needs. 
Evidence for this ranges from the 
growth of employee share option 
«trhprppg to the number of share 
buy-backs. 

The reasons why companies 
are lining 1 these things - inten- 
sifying global competition and 
the growth of funded pension 
schemes - would exist even with- 
out the single currency. But Emu 
will accelerate the rhnng pg. 

There are many channels 
through which the euro will 
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to an impressive first year. There 
is, however, one big issue, on 
which the Blair government has 
temporised, albeit with some pre- 
sentational skill: Britain’s- place 
in Europe- 

After this weekend, when ll 
European nations will formally 
be pronounced ready for Euro- 
pean monetary union, standing 
an thp sidelines will be increas- 


clearest will be through inves- 
tors’ portfolio allocations. At 
present, European capital is 
largely trapped at home. Of tire 
big countries, only the UK 


folios could eventually be fairly 
dramatic as investors realise for- 
eign Investment actually cuts 


invested more than 15 per cent of risk through diversification 
its financial assets abroad in rather than increasing it 


1996, according to figures com- 
piled by Intersec, the fond man- 
agement research organisation 
(see chart). The figures in Ger- 


ingly uncomfortable for Britain. | many. France and Italy all hov- 
This was the issue - that destroyed T'ered around 5 per cent 


the Tories. Mr Blair should make 
it the next issue to test and can- 
firm his leadership. 


India’s flagging 
economy 


With worries of contagion from 
the Asian crisis now past Bimal 
Jalan. India’s central bank gover- 
nor, yesterday found room to cut 
interest rates by l per cent More 
importantly, he announced that 
monetary policy would be aimed 
at supporting economic growth. 


should eventually reap the 
rewards in the form of greatly 
improved productivity. 

The government must recog- 
nise that this is a necessary pro- 
cess, and resist the temptation to 
return to protectionist policies. 
The key to India’s long-term pros- 


Could this be the beginning of perity is its potential for growth 


the end of India’s economic 

WOK? 

Increasing the pace of output 
growth is the key challenge fac- 
ing India's newly elected BJP-Ied 
government Growth in the year 
to March was just 5 per cent 
compared with over 7 per cent in 
each erf the previous three years. 
This is not fast enough for a 
country whose population is 
growing by 2 per cent every year. 
Exports have been particularly 
weak, growing by only 2.4 per 
cent in the first ll months of the 
1997/8 financial year, despite a 10 
per cent depreciation in the 
rupee. 

Sadly, though, India's troubles 
cannot be solved by anything as 
simple as an easing eff monetary 
policy. Yes, real interest rates are 
high. But, as Mr Jalan said in his 
policy statement yesterday, 
liquidity in India is comfortable. 
Broad money (M3) growth last 
year was 17 per cent, signifi- 
cantly above the official forecast, 
and bank lending to t he commer- 
cial sector rose by 17.6 per cent. 

The exchange rate could make 
some difference. The devaluation 
of many of Asia's currencies has 
left the rupee looking overvalued. 
And Indeed, economists expect 
the central bank to use its clout 
to fie foreign exchange market 
to engineer a depreciation of 
“Wxi ID per cent this year. 

But the main impe diment s to 
growth in India have nnthftig to 
do with monetary conditions or 
the exchange rate. 

Painful period 

One reason why growth is 


through trade - at the moment, 
despite its extremely competitive 
costs, exports account for less 
than 10 per cent of gross domes- 
tic product. And greater external 
liberalisation is essential if this is 
to happen. 


One reason for this home coun- 
try faias is that Individual savers 
do not want to run the risk of a 
fall in the foreign currency they 
invest in. Another is that in most 
countries insurance companies 
and, to a lesser extent, pension 
funds are prevented by regula- 
tions fr om investing more than a 
small portion of their assets in 
foreign emi m eies. 

Once the euro is launched next 
year, currency risk for invest- 
ments within euroland will van- 
ish. French Investors have no 
need to stay in Fiance to escape 
currency risk; Germany or Italy 
will do just as weH Institutional 
investors are increasingly focus- 
ing on this already. 

“Clients realise this is going 
ahead and are looking at stocks 
on a pan-European basis," says 
Ben Funnell, European equity 

strategist at Morgan Stanley 
Dean Witter. “There is no ques- 
tion that capital will flow within 
this zone to a broader extent” 

But bow far wiU the process 
go? The Europeanisation of part- 


“Standard portfolio theory says 
investors should own a bit of 
everything pretty much in pro- 
portion to its weight in the total 
market.” says David Miles, pro: 
fessor of finance at London’s 
Imperial College. If that hap- 
pened in euroland, investors 
would end up with the vast 
majority of their assets abroad 
instead of the current tiny 
proportion. 

Of course, this will not happen 
overnight. Investors’ greater 
familiarity with local opportuni- 
ties, residual regulations favour- 
ing domestic investment and just 
plain inertia will slow the 
change. But those expecting a 
long drawn-out process are in for 
a shock if recent flows into Ital- 
ian mutual funds are a herald of 
things to came. Not only is a 
torrent of money pouring into 
these funds. In most months, 
more is going into foreign than 
Italian equities — and that is even 
before the euro is launched. 

The single currency will also 
spur Europe’s Incipient love 
affair with equities. At present, 
shares play a surprisingly small 
role in most European portfolios; 
cash and government bands dam- 


were in equities in 1996, accord- 
ing to Intersec, is the glaring 
exception among the big coun- 
tries. The figures in Germany, 
France and Italy were all around 
20 per cent. 

The main factor causing the 
growth of equities as an asset 
rims is the trend towards private 
pensions. When it comes to sav- 
ing for retirement, shares are a 
particularly appropriate asset. 

This is because returns tend to 


Investors will get the 
benefit of foreign 
diversification inside 
euroland without 
currency risk 


be higher than with bonds or 
cash and. although their value 
swings around from year to year, 
over the long term the peaks and 
troughs are normally smoothed 
out 

The growth of private pensions 
is happening anyway. Govern- 
ments are trimming generous 
state pension schemes because 
they fear that ageing populations 
could bankrupt them. But the 
Emu process will make this hap- 


union, countries have committed 
themselves to continue limiting 
their fiscal deficits. That will put 
them under even greater pres- 
sure to privatise pensions. 

In two other ways. Emu will 
fbel Europe's affection for equi- 
ties. First, at a time when the 
supply of government bonds is 


choose opportunities across euro- 
land, they will become more 

Sub-standard companies will 
perceive this as a stick being 
used to beat them. Dynamic 
organisations should see the 
opportunity to tap broader capi- 
tal pools as a carrot More liquid 
Europe’s equity and corporate 
bond markets will lower lndus- 
„ try’s cost of capital. This will 
allow the strong to grow 
stronger. 

The single currency “will be 
good for the more aggressive 
players,” says Martin Smith, 
chairman of European invest- 
ment banking at Donaldson, Luf- 
kin & Jeanette. “It will give them 
broader access to capital and 
allow them to form trans-Euro- 
pean businesses.” 

AH this, wiff provide another 
fillip to the great European 
restructuring story. “Emu will 
clearly accelerate the process,” 
according to Guy Dawson, co- 
head of European Investment 
banking at Merrill Lynch. 

One trend will be more share 
buy-backs. Investors like these 
because they typically cut compa- 
nies' costs erf capital while remov- 
ing the temptation to waste spare 
cash on investments with low 
returns. 

So far this is still largely an 
Anglo-American phenomenon. 
But, in a sign of how attitudes 
are changing. Royal Dutch, the 
previously conservative Dutch 
arm of the Shell oil giant last 
week said it would seek authority 
to buy its shares. Meanwhile, 
France and Germany are press- 
ing ahead with legislation to 
facilitate buy-backs. 

Another embryonic trend is 
linking executive remuneration 
to share price performance. The 
fact that executives stand to 
make significant money if their 
share prices rise is one of the 
most powerful tools to ensure 
they pursue shareholders' inter- 
ests with vigour. 

Again, stock options and the 
like are common in the US and 
Britain. In continental Europe, 
they are just starting. Eni, the 
Italian energy group, for exam- 
ple, has just adopted a share plan 
which will eventually cover its 
2,000 top managers. Elsewhere, 
laws that make options unattrac- 
tive are being reformed. 

Yet another Anglo-Saxon prac- 
tice likely to cross the En glish 
Channel is the hostile takeover. 
So far, these are still extremely 
rare on the Continent And even 
when they do occur, as to last 
year’s bid by Generali, the Italian 
insurance company, for France's 
AGF, they do not always succeed. 


shrinking, other assets will natu- .That in part is due to sharehold- 


Hefty cuts 

A second reason for India's 

sluggish growth is the inade- 

quacy of its infrastructure. Com- ^ a 

panies have to cope with an StBIlC 
erratic power supply, poor trans- . 

port links and overcrowded ports. CflOICG 
And the problem has been get- 
ting worse, thanks to hefty cuts A change of tempo beckons for 
in public expenditure over the Jfrgen Stark, the Bonn finance 
past few years in an attempt to ministry's workahofle state 
reduce the fiscal deficit. The gov- secretary responsible for 
eminent must reverse this international monetay affairs, 
decline by putting far more The cabinet decided yesterday 
money into infrastructure. that Stark, a still youthful 49, 

The question is how it can should be the Bundesbank’s 
finance this, given a budget defl- vice-president in succession to 
dt that is already 6 per cent of Johann WBieim Gaddum, who 
GDP. With the cost of debt ser- retires atlhe end of June. 


inate. The UK, where over half pen faster. Under the stability 
private sector financial assets pact accompanying monetary 


OBSERVER 


rally fill the hole In investors’ 
portfolios. Shares will not be the 
only asset class to benefit from 
tins trend; corporate bond issu- 
ance, which has been crowded 
out by government borrowing, 
will increase too. 

Second, Emu wiU allow inves- 
tors to enjoy the benefits of for- 
eign diversification inside euro- 
land without currency risk. And 
cutting the risks of investing in 
shares should boost their appeal. 
“Getting rid of currency risk 
makes equities a more desirable 
asset class," says Prof Miles. 

So what, one may ask. Why 
nhnnW the grow i n g importance of 
equities and cross-border invest- 
ment have any profound effect on 
the nature of European capital- 
ism? 

For two related reasons. First, 
as shares become more prevalent, 
so shareholder culture will 
expand, with its emphasis on 
creating value for shareholders 
rather tha n other stakeholders 
such as workers or managers. 

Second, as investors feel 
increasingly free to pick and 


ing structures that protect 
incumbent managements. In 
France and Italy, webs of cross- 
shareholdings and noyaux durs, 
or shareholder pacts, fawn this 
function. In Germany, the house 
bank system - under which 
banks own big stakes in indus- 
trial companies - plays a similar 
role. 

But these lfai™ are being dis- 
solved, while independent share- 
holders are becoming increas- 
ingly demanding. At the same 
time, countries like Italy are 
reforming their takeover rules to 
remove some of the barriers to 
making a successful hostile bid. 

Do not expect a tidal wave of 
hostile takeovers. But there may 
not need to be many to keep top 
management on their toes. After 
all, as Voltaire said, you only 
need to execute the occasional 
admiral “to encourage the 
others". 

Or, as Dr Pangloss might have 
said from the same book. Emu is 
for the best in the best of all 
possible worlds. For sharehold- 
ers, at least 


aid bask lending to the catraaer- vice increasing rapidly, the defi- 
dal sector rose by 17.6 per cent- dt cannot grow any more. 

The exchange rate could make In the long term. India must 
some difference. The devaluation radically change the pattern of 
of many of Asia’s currencies has government expenditure, reduc- 
le£t the rupee looking overvalued, ing its vast expenditure an sub- 
And indeed, economists expect sidies and spending more on 
the central to use its clout hwaWh , education and infrastruc- 
to tie foreign market tore. But this will require highly 

to engineer a depreciation of skilled political manoeuvring, 
around ID per cent this year. and will not happen quickly. In 
But the main impe diments to the meantime, the best way for 
growth in India have nothing to the government to raise the 
do with monetary or money would be to speed up its 

the exchange rate. long-delayed prog ramme of par- 

tial privatisations. It could also 
t» - _ , , . raise which are currently 

Painful period only 16 per cent of GDP. 

One reason why growth is Mr Jalan’s policy statement did 
slowing is that Indian «wnpnr»ii»a not try to argue that a cut in 
are going through a painful rates would in itself increase 


period of transition to life in the 
World Trade Organisation. Tar- 
have been slashed , and com- 
petition has become much more 
intense. But the restructuring 
Process is only just beginning. 
This will make the next few 
rears difficult - although India 


growth. This was realistic. Rela- 
tively relaxed monetary policy is 
a necessary condition for 
improved growth, but it is for 
from sufficient It will be up to 

tiie finance minister in the forth- 
coming budget to start to restore 
India's gr owth potentiaL 


I The job Stark has been doing for 
! the last three years is one of the 
| most punishing postings in the 
Bonn bureaucracy. As wefl as 
being the finance ministry’s 
“ fo rei g n mi n i s ter” and the “shap e" 
who prepwes the annual Group of 
Eght summits for Chancellor 
Helmut Kohl, he has a heavy 
domestic agenda, ranging from 
money and creca poficy to 
responsibiGty for the development 
of Germany’s financial centres. 

He'D c on t in ue boosting Frankfurt 
and Germany's other financial 
centres after Ms move from Bonn. 
But it is hard to beBeve that his 
workload In the post-euno 
Bundesbank wfil be as daunting as 
what he’s doing now. 

The path from the Bonn finance 
ministry to the Bundesbank is wefl 
worn; previous holders of Stark’s 
curent job include current 
Bundesbank president Hans 
Tiatmeyer and past president 
Kart-Otto P0W. 

But for Stark to reach those 
giddy heights in the next few years. 


would depend on Kohl's hanging 
on to the chancellorship - a far 
from secure prospect. 

Junk mail man 

Fed up with those Reader's Digest 
solicitations that keep dropping 
through the letterbox? Prepare for 
more: the company has Just named 
a new chairman and chief 
executive to breathe new fife into 
its flagging drect marketing efforts. 

Tom Ryder has the right 
credentials as a graduate of 
American Express, one of the 
world’s most effective direct 
marketing outfits. He does know 
about magazines - he Joined 
American Ex press In 1984 to run 
Its publishing side - but what the 
world's biggest setHng magazine 
really needs is more effective 
database marketing, a sWU that 
American Express has elevated to 
a high art. 

The appointment should help 
appease restive shareholders- Last 
summer, the company from 
Pteasantvilla, NY, caused 
c o nst e rnation on Wall Street by 
eppofrittng George Grune chairman 
and chief executive - Grune had 
retired f ro m both jobs three years 
before. 

Grune has dropped his 
j Insistence on being chairman, but 
-wn stay on the board to help the 
new boy settle in. 

Political football 

Italy may be about to achieve Its 
goal of getting into a single 


currency this weekend. But Its 
legislators spoiled the mood of 
high seriousness yesterday, 
staging an old-fashioned wresting 
match in the chamber of deputies 
tn Rome.- 

The fight was over the failure of 
the referee to award a penalty to 
Inter Milan against Juvantus this 
week after BraziSan superhero 
Ronaldo was fouled as he seemed 
about to score. Juventus won 1-0 
and Italy has been divided ever 
since. It was the thrd time this 
season that a controversial 
refereeing decision has favoured 
the team owned by the Agnelli 
family. 

In parliament, an emergency 
session on the issue of the 
moment - the refs decision, not 
the single currency - ended with 
right-wing MP Domenico Gramazio 
having to be restrained by 
gold-braided ushers from 
assaulting an ex-Juventus player in 
the governing coalition. 

Parliament was suspended, but 
Italians are doubtless happy that 
their legislators know a really 
important Issue when they see ft. 

Vefa thin 

Vehbi ADmucaj used to boast that 
he was Albania’s most successful 
businessman. The founder of the 
Vefa group claimed he controlled 
resort hotels, supermarkets and an 
Adriatic feny. 

A private helicopter and a glitzy 

office in a spotlit vaia in the centre 
of Tirana helped boost his image 
with investors, who rushed to put 


their savings in his unofficial bank. 
AEmucaj was yesterday arrested on 
charges of embezzlement more 
than a year after Vefa stopped 
payments of interest and principal 
to arotmd 90 ,000 depositors. 

Vefa was the biggest of the 
Albanian pyramid schemes whose 
coS^se brought down the 
government and plunged the 
country into anarchy. Deloftte & 
Touche, called in by Internationa] 
credit institutions to sift through 
the accounts of the schemes, has 
found about $350m in debts and 
$50m of assets - about $60m te 
missing at Vefa. 

Top of the embarrassment 
league in Albania just now must be 
the hundreds of gover n ment 
officials who piled their savings 
into Vefa and told friends and 
relatives to follow sutt. People 
listened to them - after all, they 
worked at the finance ministry. 

Futures imperfect 

Matif chairman G6rard Pfauwadel. 
who announced hts resignation 
ye sterday, said he had apeed to 
move on from the French financial 
derivatives market last September. 
The “alliance" with the Paris stock 
exchange unveiled at that time 
dearly left no space for two 
bosses, he said. 

Strange that Bourse chief 

J oon-r ra nqote Thiodore stressed 
at the time that the Matif would 
retain Its "Identity, culture, 
personality, dynamism and s ta f f *. 

So much for transparency in the 
financial markets. 


100 years ago 

Cuba To Be Invaded 
At length the Spanish cruisers 
which have been fitting at Cape 
Verde have put to sea - whither 
bound is, of course, not known. 
It Is expected that the 
engagement between the hostile 
fleets in Asiatic waters wfil be 
fought either to-day or 
to-morrow, and the result wffl be 
awaited with the greatest 
interest. It has been decided in 
Washington to Invade Cuba with 
a force of 10,000 men, 

Matanzas being the probable 
point of landing. The Spanish 
account of Thursday’s 
bombardment gives the damage 
done as ludicrously smafl. 
Marshal Blanco has reported 
that one mule was killed in the 
bombardment. 

50 years ago 

U.S. Faces Budget Deficit 
Washington, April 29. A deficit in 
the U.S. Budget for the year 
encBng June, 1949, appears 
Inevitable to Administration 
experts, with the consequent 
deficit financing increasing 
Inflationary pressure through the 
mon e tisation of private debt 
Instead of the contemplated 
1949 surplus approaching the 
$5,000 millions indicated In the 
President's Budget, reduction of 
faxes etc may produce a deficit 
of $2,000 to $4,000 millions. 
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Kirk’s latest enterprise 


EMI is giving out si gnals of an animal in 
distress. First, there was the tussle 
between Sir Colin Southgate, group chair- 
man. and Jim Fifield. then chief executive 
of EMI Music. Now, the group seems to 
have put itself up for sale. In a sense, the 
two events are connected. With Sir Colin 
seemingly more interested in the Royal 
Opera, than EML and Mr Fifield out of the 
way, management egos should not now 
stand in the way of a sale. And given 
sluggish worldwide music sales and a 
sickly share price, investors would not 
object either, if a healthy premium was 
part of the bargain. 

Who, though, would buy? There are two 
potential categories of buyer. One is 
another music group, which could see 
immediate benefits in stripping out dupli- 
cation in distribution systems. Seagram, 
the Canadian drinks and ontw taimn pnt 
conglomerate, has long been a favourite 
name among speculators. But given its 
recent mediocre financial performance. It 
might do better to put its own house in 
order first Germany's Bertelsmann could 
conceivably enter the fray too, but it is 
not yet showing obvious enthusiasm. 

That leaves the second group of poten- 
tial buyers - Hollywood. Here the logic is 
less cost-cutting and mare the cross-pro- 
motional opportunities between movies 
and music. Kirk Kerkorum, who controls 
MGM, would fit that category. So would 
Walt Disney, which lacks a major pres- 
ence in music. It might, of course, be 
worried that some of EMTs racier acts, 
such as nhnraha n nimh a, could undermine 
its wholesome family image. Still, if the 
mighty mouse really felt EMI was about 
to fall into rival hands, it might step up to 
the table. Much the same goes for the 
other potential bidders. One serious offer 
could trigger a heated auction. But the 
current interest could just as easily fizzle 
out 
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and has assembled choice sites in central 
London. Since both chains are so similar, 
integration should be straightforward and 
allow a rapid roll-out of the format across 
the UK 

Continental Europe could prove trick* 
ier. As a nation of tea-drinkers the British 
are not used to good coffee. In the US, 
similarly, coffee was sold more on price 
than quality before Starbucks appeared. It 
wfll be tougher to supplant Paris cafes 
and Italian espresso bars - from which 
Howard Schulte. Starbucks nhairman got 
his idea. Starbucks is an entrepreneurial 
company, so It may succeed. But, with 
luck, it will at least have to drop the 
paper cups. 


cent But for that, its profits would have 
been roughly in line with market expecta- 
tions. 

Investors may take comfort in how the 
Swedish group has been able to maintain 
gross margins. That suggests prices are 
not being eroded terribly rapidly. But if 
Ericsson is instead having to Invest 
increasing amounts in its brand, profit- 
ability could still suffer. Strategically, this 
is no doubt the right move: brand matters 
more the more mobile phones become a 
consumer item. And this is an area where 
Nokia, its rival, stole an early march. The 
big question is whether the stepped-up 
marketing is temporary, as Ericsson 
hopes, or long-lasting, which seams more 
probable. 


Coffee 


Ericsson 


Ericsson has certainly been getting its 
name around recently - not least by 
stamping it on the clever mobile phone in 
the latest James Band film, Tomorrow 
Never Dies. But it has also been paying for 
the privilege. The big surprise in yester- 
day's first-quarter results was how sales 
and marketing expenses have shot up, 
from 12.4 per cent of revenue to 13£ per 


Talk about magic beans. Both Brits and 
Americans wfll happily pay a whopping 
£1.80 (or $3) for a decent, though by no 
means spectacular, cup of coffee. They 
will even drink it out of a paper cup. This 
strange weakness has been the making of 
the Starbucks coffee shop chain in the US 
and, more recently, of the Seattle Coffee 
Company in the UK - set up by two 
Americans in London in 1995, in imitation 
of Seattle-based Starbucks. 

Now the two are joining forces for an 
assault an Europe's taste buds. Starbucks, 
with 1,600 outlets and a $4bn market capi- 
talisation, is swallowing its smaller mimic 
with 56 shops for $85m In shares. It looks 
like a tasty mouthful. While Seattle Coffee 
is still loss-making, it is growing rapidly 


Rolls-Royce Motor Cars 

So is it all over? Well, Sir Colin Chan- 
dler may he singing, now a deal is at last 
done with BMW, but the curtain has not 
yet fallen on this most emotive of corpo- 
rate asset sales. In fact, yesterday’s 
announcement barely moves the story on. 
Securing the necessary shareholder 
approval for BMW’s £340m offer will not 
be that difficult - provided it is the best 
one on the table. For the moment, how- 
ever. with Volkswagen still huffing and 
puffing in the wings, threatening to offer 
more, it is fiar from dear that will be the 
case. 

So while the final ownership of 
Rolls-Royce Motor Cars remains unset- 
tled, Vickers has at least managed to 
negotiate a sale at an acceptable price. 
But Vickers’ shareholders will clearly still 
hope that VW comes through with a bet- 
ter offer, particularly if it is structured to 
include Cosworth, the high-performance 
engines business. Completing the disposal 
of the automotive units would confirm 
that Vickers is at last tackling its strate- 
gic drift 

Returning a larger than expected 
amount of cash to shareholders is a start 
But Paul Buysse, Tickers' new chief exec- 
utive, will have to think radically about 
the group’s diverse mix of businesses to 
reverse the long-running share price 
decline. Although the shares are only at a 
small discount to the market, a break-up 
would still release some value. Choosing 
between the defence or the propulsion 
arms would be Mr Buysse's first hard 
choice. 
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Europe today 

Spain and Portugal wfll start dry. 

but heavy showsre and thunder- 

storms wfll develop. Italy wifl also 
be unsettled with showers. 

especially in the north. The 

eastern Mediterranean will be 
mostly fine and warm with plenty 
of sun. Central and western 

Europe win continue to be 
dominated by low pressure with 

heavy showers and same longer 

spefe of rain. Local thundar- 
stomrs are also possible. Eastern 

Europe wifl be warm and mostly 

fine. 

Five-day forecast 

Central and western Europe will 

remain showery, end It win turn 

cooler over the weekend as a 

north to north-easterly airflow 
becomes estabished. The British 
Isles will be drier and more 
settled. Eastern parts of Europe 

win be very warm, but thundery 

showers may develop. 
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Upsurge in piracy feared 
as Asian tanker vanishes 

Shipowners concerned economic crisis may fuel maritime crime 



By John Ridffing iu Hoag Kang 


Fears of an upsur ge in piracy on the 
sees of south-east Asia have been 
fuelled by the disappearance of the 
Petra Ranger, a Malaysian-flagged 
tanker missing since April 17. 

The lZ357-tonne vessel had been 
en route to Vietnam out of Singa- 
pore with a crew of 21 and a cargo of 
11,000 tonnes of diesel and kerosene. 

“There is no concrete evidence yet 
but we believe it has been hijacked," 
said Noel Choong, regional manager 
of the International Maritime 
Bureau’s piracy centre in the Malay- 
sian capital, Kuala Lumpur. 

Petr as hips, the Singapore-based 
manag in g agents for the tanker, said 
it had received no word from the 
vessel and that the owners had 
offered a S50.000 reward far informa- 
tion about the ship. 

The Petra Ranger is the third ves- 
sel to have disappeared in the area 
since November, raising fears of an 
upturn In maritime crime. 

The waters in the region have long 


been plagued by pirucy> but some in 
the shipping industry are concerned 
that the problem may have bees 
exacerbated by the economic crisis 
in south-east Asia. 

Last November, the Atlanta 95, 
carrying oil and gas, was boarded by 
armed pirates in Indonesian waters 
and taken to the Gulf of Thailand. 
When it was found three weeks 
later, its cargo had been unloaded. 

In January, the Honduran-flagged 
tanker 'Roman L carrying 3m litres 
of g3s oil, was hijacked off Malaysia. 
Much of its cargo was transferred to 
another tanker before the Tiomon I 
was abandoned. 

There were no reports of crew 
members being harmed. As a rule 
they were left locked in cabins. 

The attacks appear to be the work 
of organised crime, said Mr Choong. 

"These are huge amounts of ofl to 
dispose ofT he said. "You have to 
know how to do it” 

In the case of Atlanta 95, he said, 
the pirates manned the bridge, indic- 
ating experience in navigation. To 


avoid detection, the} 1 repainted the 
funnel and removed the name of the 
ship. The pirates who took the 
Tioman I appeared to hare arranged 
a rendezvous with the other tanker. 

Gilbert Feng, assistant director of 
the Hong Kong Shipowners Associa- 
tion, said government action in the 
region had achieved some progress 
in the fight against piracy. He cited 
an Increase in coastal patrols end a 
firmer stance by authorities in 
China. 

Others warn, however, that the 
Petro Ranger cose underlines the 
hazard to shipping. "Piracy has 
always been a risk for us," said 
James Jeeris, port captain of Petra 
ships, "but the upsurge now could 
be attributed to the problems in 
south-east Asia." 

As one shipping executive put iL 
-There are more desperate people 
out there, willing to do desperate 
thing s." 

Maritime agencies in Malaysia, 
Singapore. Philippines and Australia 
ore searching for the Petro Ranger. 


IPO market rallies with rush 
of well-received issues in US 


By Jobn Labels fa New York 


The US stock market as a whole may 
be wavering, but the new issue 
market has suddenly come to life 
with a rush of well-received issues 
this week. 

Yesterday, shares of Ziff-Davis, the 
publishing and technology company, 
advanced more than 18 per cent 
from the issue price in the first hour 
of trading. On Tuesday shares of 
Mobius Managemen t Systems, a soft- 
ware company, began trading at $18, 
30 per cent above their offer price of 
S14, and dosed at SIS 1 *. On the same 
day. 6m shares of Aspect Technol- 
ogy, a circuit design company, began 
trading at $15.50. above the offer 
price of $13. 

"In terms of the number of shares 
and size of the deals, this week is the 
biggest we've seen so Ear this year," 
said Ryan Jacob of the IPO Value 
Monitor in New York. 

The rising supply of new issues 
represents a possible turnaround for 
the IPO (initial public offering) 
market, which had a slow start 


earlier in the year. As of last week 
the number of IPOs was down 15 per 
cent from levels in the previous 
year, although on average those 
IPOs that have made it to market 
this year have appreciated about 24 
per cent, which is twice the gain of 
the Standard & Poor’s 500 index 
since the be ginning of the year. 

The demand for IPOs in the past 
few trading days has probably been 
helped by uncertainties about blue 
chip and other large company 
shares. On Tuesday the Dow Jones 
Industrial Average closed below 
8,900 for the first time in three 
weeks. 

Many of this week's IPOs were 
filed as much as eight weeks ago 
when valuations in the stock market 
were much lower. John Fitzgibbon, 
editor of the IPO Reporter, said such 
shares are therefore considered 
fairly priced or better, and are likely 
to be bid strongly higher in the 
hours after they begin trading. 

This week's new issues underline 
the continuing popularity of shares 
of high technology companies, espe- 


cially those related to the internet. 

Ziff-Davis, which publishes more 
than 80 magazines around the world. 
Including PC Magazine, and Ls set to 
launch a cable network in the US. is 
74 per cent owned by the troubled 
Softbank group of Japan. 

Ziff-Davis began trading yesterday 
on the New York Stock Exchange, 
issuing 25 .Sm shares priced at $15.50. 
The deal raised just under $400xn 
and ranks as the second largest IPO 
of the year so far. 

Financial companies are also pop- 
ular among investors. Heller Finan- 
cial, a Chicago-based commercial 
finance company controlled by 
Japan's Fuji Bank, ls set to be the 
biggest deal to come to market this 
year. It alms to issue 33.5m shares 
tomorrow at between £13 and $25 a 
share, raising about $800m. 

Another trend apparent in the Ziff- 
Davis and the Heller issues Is the 
drive by Japanese companies to real- 
ise some of their US investments. 
Fuji's share in Heller will decline to 
between 50 per cent and 55 per cent 
following the issue. 
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Elsewhere: 
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Medical sendees lift Incentive 

Incentive, the Industrial am of Sweden's 
Wallenberg business empire, saw a rise in underty- 
ing prefits on increased demand for Its medical 
technology and renal care services. Page 21 

European markets remain edgy 

European equity markets endured an edgy day as 
worries about the outlook for US interest rates 
fingered aid Investors awaited economic data, due 
this week, that might provide a due. Page 38 

Electrolux sees 79% rise in profits 

Electrolux, the Swedish household goods maker, 
which plans to cksa 17 plants m North America 
and Europe, Is showing signs of recovery with a 
79 per cent rise In first-quarter profits. Page 21 

Paper producers report growth 

The Improving fortunes 
of Europe's forestry 
Industry w we highlighted 
when Finland's UPM- 
Kymmeneand Swedish 
groups M 0 D 0 and SCA 
announced strong * 
Improvements in first- 
quarter profits. The 
paper industry had a 
bad start In 1997 and 
ended the year under 
pressure amid sagging 
pulp prices and fears over Asia. Juha Ntamelfi 
(above), UPM-Kymmene chief executive, said the 
market was "pretty stable now". Page 21 

Electricity chief faces first test 

This summer, Shamsul Mulk, chairman of Wapda, 
Pakistan's largest electricity company, feces the 
first test of his ability to restructure his financially 
troubled group. The Work! Bank is expected to 
consider a request for a new loan to help Wapda 
meet part of Its $680m deficit. Page 23 

Egyptian brewer in export drive 

A! Ahram Beverages, Egypt's leading brewer, is 
seeking to treble sales of non-aicoholk: beer In 
Saudi Arabia as part of an export drive. Page 23 

Jakarta tumbles as protests grow 

Shares in Jakarta tumbled 4 per cant as student I 
protests against President Suharto of Indonesia | 
Intensified. Fears that the upheaval would delay 
fend disbursement by the International Monetary 
Fund caused Investors to off-load shares. Page 38 

Exchange plans pepper roadshows 

The Indian Pepper and Spice Trade Association, 
which n October launched the International Pep- 
per Futures Exchange at Kochi in Kerala, Incfia, 
plans roadshows around the world. Page 28 

Moving experience for Vienna bourse 

The Vienna bourse has quit Its historic Scftotten- 
ring headquarters and moved in with Otob, Aus- 
tria's futures and options exchange. A new man- 
agement team is trying to chart an Independent 
future for the rtderty exchange. Page 38 
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Ericsson says first quarter profits 
hit by costly marketing campaign 


By Greg Helm hi Stockholm 

Ericsson, the Swedish 
telecommunications group, 
jolted investors yesterday by 
announcing first quarter prof- 
its that were significantly 
below market expectations. 

Pre-tax profits rose from 
SKr2.34bn ($302m) to 
SKrSJMbn, a jump of 31 per 
cent but some SKiTOOm lower 
' than analysts’ forecasts. 

The disparity was blamed on 
an unexpected 39 per cent 
increase in sales and market- 
ing costs, mainly for mobile 
phones. Ericsson is the world's 
largest supplier of mobile 
handsets after Motorola of the 
US and Finland's Nokia. 

Ericsson has poured 


Energy 
Group’s 
fate hangs 
on revised ' 
bid rules 


resources into enhancing its 
brand name in handsets to 
keep pace with Nokia, which 
last week unveiled a 60 per 
cent increase in first quarter 
profits. 

But the size of the cost 
increase - from 12.4 per cent of 
sales to 13.8 per cent - disap- 
pointed the market and con- 
tributed to negative cash flow. 

Sven-Cbrister Nilsson, Erics- 
son’s new chief executive, 
insisted the higher costs were 
temporary and full-year sales 
expenses would be lower. 

The costs had been triggered 
by a big marketing campaign 
and support to sellers, he said. 

Ericsson officials added the 
market had underestimated 
seasonal fluc tuations in Erics- 



son’s business. Last year, 
Ericsson's first quarter profits 
were substantially lower than 
in succeeding quarters. 

The comments helped soothe 
investors after Ericsson shares 
fell by almost 8 per cent, drag- 
ging down Nokia shares in 
their wake. 

The most-traded B shares 
ended the day down SKrl2 at 
SExSSB In Stockholm, a fall of 
2.9 per cent. Nokia’s A shares 
closed down FM13.40 ($55) at 
FM356.40. 

Analysts expressed disap- 
pointment at the hig her aaiwa 
costs but said Ericsson's 
underlying mobile phones 
business remained solid 

“Volumes and market share 
in the basic business look 


'ANNOUNCEMENT I 




Camper,; C: 


By Andrew Taylor, 

UtSttas Correspondent 

The UK’s Takeover Panel 
ruled yesterday that the long- 
running battle for control at 
Energy Group, Britain's larg- 
est electricity suppliers, will he 
settled by sealed bids. 

Texas Utilities and Pacifi- 
Corp, the two US groups each 
bidding more than £4bn 
($6.7bn) for Energy, have until 
4pm on Friday to submit their 
final offers. Shareholders wfll 
then have 14 days to decide 
whether to accept The sealed 
bids would indicate the maxi- 
mum each company was pre- 
pared to offer as well as the 
premium each was ready to- 
pay over its rival's best bid 

The panel said offers must 
be at least 840p share, the 
highest offer currently on the 
table from Texas. Any increase 
must be at least 5p a share, it 
said 

A full meeting of panel mem- 
bers supported the proposals 
made by its executive. Facifi- 
Corp, which is currently bid- 
ding 820p a share, had 
appealed to the members after 
rejecting the executive’s 
recommendations. 

PadfiCorp declined to com- 
ment last night It is under- 
stood to have favoured a sim- 
ple system of sealed bids with 
the hi ghes t offer winning. - 

Texas, which is bidding 
£4.45bn for Energy, had beret 
concerned that it might end 19 
raising its offer unnecessarily 
if PadfiCorp were to leave its , 
820p a share offer unchanged. 

Texas said last night that j 
the panel's proposal! were "a j 
sensible way of resolving a dif- 
ficult situation that is in the 
best interest of Energy share- ; 
holders and both bidders." 

Alistair Defriez, the panel’s 
director-general, last week 
suspended the timetable for 
the rival offers, fearing a rush 
in the approach to the original 
deadline for final bids at mid- 
night last Sunday. 

He said yesterday the 
revised bidding procedures 
would ensure “an orderly and 
transparent bidding process 
that would be fair to all of the 
parties involved’'. 

The panel is expected to 
inform the bidders of the out- 
come of the contest shortly 
after the envelopes are opened 
on Friday. “Each offeror must 
then Immediately announce its 
final offer," it said last night 

The last time, the panel mad e 
a cellar move was in Decem- 
ber 1983 when BAT Industries 
of the UK and Allianz of Ger- 
many were required to submit 
sealed bids for Eagle Star. BAT 
paid £968ffl for the insurance 
group after Allianz withdrew 
before the envelopes were 
opened. 

Energy Group’s shares have 
continued to trade well above 
the Texas offer price of S40p a 
share, climbing l/2p to 865 yes- 
terday. 

PacifiCorp, which opened 
the bidding, for Energy Group 
at 69Qp almost a year ago. has 
yet to reveal whether it will 
increase Its previous offer, pull 
out of the bidding altogether 
or seek some, other farm of 
arrangement that might allow 

it to buy part of the Energy 
Group. 

The panel said it had been 
concerned that its code 
“should be operated in such a 
way as to provide an orderly 
framework under which take- 
overs are conducted". 



Starbucks eyes Europe 


The Starbucks Coffee chain of 
coffee houses is planning to 
conquer Europe with its formula 
of fresh-brewed coffee served in 
congenial surroundings, writes 
Rfchard Tomkins in New York. 

Starbucks announced 
yesterday an agreement to buy 
Britain's Seattle Coffee, a chain 
of 56 coffee houses, tar$85m in 
stock. The company send the 


deal would be the first step 
towards its goal of opening 500 
stores" In Europe. Starbucks has 
grown from 33 outlets to 1,600 
In toe US in the past decade. 

Seattle Coffee was founded in 
London by Seattle-bom Scott 
and Ally Svenson in 1995. 
Picture Jason Orton 
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Frankfurt set to 
adopt Euribor for 
euro contracts 


By Edward Luce 


The Deutsche Termin horse, 
Germany's derivatives 
exchange. Is likely to adopt the 
continental “Euribor” refer- 
ence interest rate instead of 
Libor, the London inter-bank 
offer rate, for contracts denom- 
inated in Europe’s future 
single currency, according to 
market participants. 

The move, which the DTB is 
likely to endorse in the next 
few weeks, would be seen as a 
shift away from Libor, the 
established international refer- 
ence rate for transactions in 
D-Marks and the US dollar. 

It would also differentiate 
the DTB from the London 
International Financial 
Futures and Options 
Exchange, the DTB's main 
rival, which has already opted 
far Libor as benchmark for 
Its futures contracts on 
interest rates in euros. 

A move to Euribor would 
entail considerable risk for 
DTB as the Libor rate is firmly 
established as the benchmark 
for world money markets and 
would mark another stag e in 
the battle between DTB and 
T.fffa for supremacy in euro- 
denominated contracts after 
European economic and mone- 
tary union. 

“There is clearly political 
presstme on the DTB to adopt 
Euribor over Libor for the 
euro," said a senior official at 
a German bank in Frankfurt. 
“The leading Emu members, 
inrhwfirig Germany, are very 
keen to ensure the money mar- 
ket benchmark for the euro is 
set cm the continent" 

The DTB says it has not yet 


made a choice between Libor 
and Euribor. “We are consult- 
ing with market participants 
before we make a decision,” 
said a spokesman. 

The DTB is known to be con- 
cerned about the implications 
of the choice it will make. Ear- 
lier this decade it launched a 
three -month interest rate 
future in D-Marks based on the 
Frankfurt lnter-bank offer 
rate, or Fiber. The exchange 
was forced to dump Fibor in 
favour of Libor because of the 
market's tepid response. 

Nevertheless, sources in 
Frankfurt say the DTB is 
increasingly likely to opt for 
Euribor over Libor and is 
coming under pressure from 
the Bundesbank to do so. 1 

Bankers in both London and 
Frankfurt say Euribor is likely 
to prove a controversial refer- I 
ence rate for inter-bank 
operations. 

The rate, which will be cal- 
culated from a pool of more 
than 60 banks, is expected to 
be slightly higher than Libor 
because Libor Is calculated 
from a pool of just 16 interna- 
tional banks. 

Euribor will include dozens 
of mid-level European banks, 
many of which have relatively 
small wholesale market 
operations. These banks will 
include members from all Emu 
countries as wen as those plan- 
ning to join Emu in the near 
future, such as the UK and 
Greece. Some have lower 
credit rating s th«n their coun- 
terparts in the Libor group, 
which will almost certainly 
result in at leasts small differ- 
ence between the two refer- 
ence rates. 


fine,” said Sean Faughnan, 
telecoms analyst at JJP. Mor- 
gan in London. But he warned 
of downgrades in full-year 
earnings forecasts if sales 
expenditure stayed high for 
the rest of the year. 

Mr Nilsson emphasised the 
market for mobile phones 
remained buoyant. Ericsson 
had captured market share in 
mobile phones and was now 
the world’s largest supplier of 
digital handsets, be s aid . 

Progress was particularly 
strong in China, which sur- 
passed the US as the group’s 
largest market. Mr Nilsson 
said growth In China, where 
the company yesterday 
announced four new contracts 
for GSM mobile telephony 


worth a combined 8756m, bad 
more than compensated for 
weaker sales in some other 
Asian markets. 

The company said margins 
in cellular phones were 
unchanged and “somewhat 
higher” in mobile operating 
systems. The group's gross 
margin fell marginally, from 
4L5 per cent to 4L4 per cent 

Group sales rose from 
SKr3o.7hn to SKr38.4bn, driven 
by the mobile phones unit, 
where turnover climbed from 
SKr7.6bn to SKnibn. 

Sales of cellular operating 
systems - Ericsson's largest 
business - advanced from 
SKT123bn to SKrl6bn. 
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Elan moves into 
hospital market 


By John Murray Brawn bi DabRn 

Elan Corporation, the 
specialist pharmaceuticals 
company based in the Irish 
Republic, yesterday took its 
first step into the US hospitals 
market with the purchase of 
Neurex of California, which is 
in the early stages of making 
drugs for acute care. 

Elan is paying approxi- 
mately $700m in an all-paper 
transaction aimed at giving 
the company a second range of 
therapeutic drugs after its 
8650m acquisition of Athena 
Necrosed ences in 1995. Athena, 
also California-based, makes 
brain disease drugs. 

The acquisitive Irish com- 
pany is making the transfor- 
mation from a research com- 
pany to a fully-fledged drugs 
group. It was founded in 1969 
to make drug delivery systems 
to increase the therapeutic 
value of existing compounds, 
often licensing them to other 
companies. 

Neurex’s first product, 
Corlopam, a treatment for 
extreme high blood pressure, 
was launched in January. The 
company is seeking Food and 
Drug Administration approval 
for ffleonotide, a drug for treat 
ing chronic malignant pain 
associated with Aids or cancer. 

The drug, which could be 
approved by the fourth quarter 
of 1999. is intended for a mar- 
ket worth an estimated Slbn a 
year. Elan is looking at possi- 
ble skin applications for it 
with Sano, a drug delivery 


company Elan acquired for 
$375m in December. 

Elan will market Neurex 
products directly to hospitals. 
Dona] Geaney, Flan chairman 
and chief executive, said the 
acquisition “complements and 
extends the franchise” the 
company bad in neurology 
products with Athena. 

Elan. 80 per cent owned by 
US institutions,. will exchange 
0.51 of its American Depositary 
shares for each Neurex share, 
valuing Neurex at $31.81 a 
share at Tuesday night's dose. 

Drug delivery systems now 
account for half of Elan’s 
sales, and direct drug sales the 
rest Its revenues in the year 
to December 31 reached $389m 
with net income of $l75m. 

Mr Geaney said Bales would 
reach $lbn by the end of 2001, 
of which 80 per cent would be 
product sales, half of them 
directly marketed. 

He said the Neurex deal 
would result in a 5 per cent 
earnings dilution for the next 
two years but would enhance 
earnings from 2000. 

Some analysts said this 
might be over-optimistic. One 
forecast 1998 earnings per 
share of $1.90 against $2.05 
before the deal 

Analysts forecast losses for 
Neurex this year and next | 
Elan is expected to write off ; 
most of the acquisition costs. 

Neurex will form part of 
Elan Pharmaceuticals, which 
win include A thnma and CarU- 
rick, a US sales company 
acquired last week for $150m. 
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MGM’s 
Kerkorian 
may make 
a move 
for EMI 

By Alice Rawstoorn In London and 
WHam Leads In Haw York 

Kirk Kerkorian, the US 
corporate raider, is understood 
to be Interested in acquiring 
EMI, the troubled music group. 

EMI is valued at nearly £4bn 
($&B7bn) plus $lbn of debt on 
yesterday's share price, which 
was up 7p to SOBp. Officials 
could not be reached at EMI 
yesterday. 

Tracinda, Mr Kerkorian’s 
US-based principal investment 
company, denied it was in 
talks with the UK group. 

However, Mr Kerkorian, who 
already has entertainment 
interests with his controlling 
shareholding in MGM/UA, the 
film company, plus casino, 
hotel and other leisure inter- 
ests in Las Vegas, is believed 
to have made informal over- 
tures to EML 

Mr Kerkorian. 70, has a repu- 
tation as one of North Amer- 
ica's most aggressive inves- 
tors. In last year's Forbes 
magazine list of the world's 
wealthiest people, he was 
ranked 75th, with a personal 
fortune estimated at SLfibn. 

EML which owns the world's 
largest music publishing com- 
pany and includes the Beatles, 
Smashing Pumpkins. Radio- 
head and the Spice Girls 
among its recording artists, 
has been dogged by bid 
rumours for several years. 

Speculation intensified after 
its board blocked proposals for 
Sir Cohn Southgate, executive 
chai rman , to taka a nonexecu- 
tive role, and for Jim Fifield, 
the £7m-a year president of 
EMI Music, to be promoted to 
group chief executive. Mr 
Fifield left the group a fort- 
night ago with a £12m pay-off. 

Analysts are also braced far 
a report next month of a sharp 
fall in pre-tax profits to £312m 
for the year to March 31, from 
£38&5m in the previous year. 

EMI executives say that the 
group has been internally up 
for sale for months. Seagram, 
the finnariiaw dT fdfc iB y nd enter- 
tainment group, is regarded as 
a likely bidder, as is Viacom, 
the US entertainment group. 
However, the most enthusias- 
tic suitor is understood to have 
been the Disney entertainment 
group, which has yet to estab- 
lish a presence in the music 
sector to go with its successful 
film business. 
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mid Chris Anderson are 
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Future Publishing Ltd & 
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GERMANY AIRLINE ACCOMPANIES INCREASED FIRST-QUARTER RESULTS WITH A TTACK ON COMPETITION AUTHORITIES 

Lufthansa hits out at ‘irrational’ EU 


By Graham Bowley in Frankfurt 

Lufthansa yesterday hit oat 
at “irrational'' intervention 
by European Union anti- 
trust regulators in its alli- 
ances with other airlines as 
it imveQed a sharp rise in 
first-quarter profits. 

The German carrier would 
use legal action to resist “all 
irrational and ideologically- 

based proposals of the Euro- 
pean Commission’', JOrgen 
Weber, chief executive, said. 

Lufthansa's alliance with 
United Airlines, of the US. is 


BellSouth 
set to link 
with Veba 
and RWE 


By Lucy Stay 
m Bom 


one element of a lengthy 
Commission inquiry which 
is expected to demand that 
European airlines cede slots 
at their main hub airports 
and reduce frequencies on 
certain routes to protect 
transatlantic competition. 

Mr Weber said this was 
“re-regulation through the 
back-door. The successes of 
market liberalisation are 
being called into question''. 

The warning came as Luft- 
hansa said it would float 
some of its minority share- 
holdings in other companies 


next year. But it would con- 
sider acquiring a stake in 
the troubled Thai Airways, 
another partner in the Star 
Alliance. 

Lufthansa, which was 
fully privatised late last 
year, is also redrawing one 
of Us key management 
boards. Jan Stenberg. chief 
executive of Scandinavian 
Airline Systems, has been 
chosen to join Lufthansa's 
supervisory board. He is the 
first non-German to take up 
this position. 

Rians Sc hied e, chief finan- 


cial officer, will become 
supervisory board chairman 
- the first company insider 
to occupy this role. 

The carrier yesterday said 
first-quarter pre-tax profits 
cm ordinary activities grew 
from DM20 to DM 125m 
($B9.6m). Sales rose 5.6 per 
cent to D&KSbo. 

The Asian crisis meant 
freight transport fell 2LS per 
cent Passenger sales fell I 
per cent In the region. 

Pre-tax profit for all of 
1997 rose 140 per cent to 
DMUSbxL Sales increased 11 


per cent to DM23.1bn. 

The sharp rise in profits 
confirms the impressive 
turn round by Lufthansa. 
The company has cut costs 
sharply, in part by securing 
new labour agreements, but 
it has also boosted revenues 
through its membership of 
the Star allia pre- The alli- 
ance added DM400m to earn- 
ings last year, it said. 

Lufthansa said the effi- 
ciency programme intro- 
duced in 1996 had reduced 
costs by DMSOOm. Its origi- 
nal target of cutting costs by 


DMl5bn by 2001 would be 
achieved by 1090. 

The airline said it would 
float its 25 per cent stake in 
DHL International on a 
stock exchange next year; it 
did not plan to reduce the 
size of its holding. 

The airline also plans to 
float its 29 per cent stake in 
Amadeus, the ticketing oper- 
ation. but again does not 
plan to reduce its stake. 

LSG, the aircraft catering 
business which is fully 
owned by Lufthansa, would 
also be floated next year. • 


Veba and RWE. the German 
conglomerates, are set to 
announce details today of 
their long-expected partner- 
ship with the US telecoms 
group BellSouth. 

The partnership involves a 
22.5 per cent stake in o.teLo, 
the telecommunications 
joint venture between the 
German groups. The stake 
has been up for sale since 
Cable and Wireless of the 
UK pulled out last year. 

The deal is expected to 
boost o.tel.o. a fledgling 
operator in the fiercely com- 
petitive German fixed- 
network market, with Bell- 
South bringing valuable 
experience to the venture 
and a more global outlook. 

The US link also fits with 
Veba’s plans to expand in 
North America. 

O.teLo began its public 
voice service in March and 
incurred a pre-tax loss of 
DML2bn ($668m) last year. 
The company, which plans 
to invest DM7bn by 2005 
building its own network of 
fibre-optic cables on the 
back of power cables owned 
by Veba and RWE, is not 
expected to break even until 
200L 

Negotiations with Bell- 
South were initially expected I 
to be concluded by the end : 
of last year, in time for the , 
January 1 liberalisation of 
Germany’s telecoms market. 

However, the talks became 
snagged on the ownership 
structure of E-plus, Ger- 
many’s third largest mobile 
telephone group, which is 60 
per cent controlled by o.teLo. 

Agreement was needed 
from Vodafone of the UK, 
which also has a stake in 
E-plus, for the transfer of 
BellSouth's E-plus stake 
back to o.teLo. 




BBV to acquire 
Brazilian group 
in $450m deal 
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Shares in Nestte, the world's 
largest -foods group, climbed 
more than 4 percent 
yesterday after the Swiss 
company reported a 6^ per 
cent Increase in first-quarter 
sales. In spite of the Asian 
slowdown, Reuters reports 
from Zurich. 

The result was ahead of 
forecasts. 

Peter Brabeck, chairman 
(pictured), said the company 
was on target for another 
Increase in profits this year as 


he reported a rise in sales for 
the first three months to 
SFr17.2bn ($11 _5bn). 

“I see no reason why 
volume growth should not be 
accompanied by profit growth 
again this year,” he sakl 
However, he warned that 
the 7.4 per cent volume 
growth recorded in the first 
quarter had been distorted by 
quirks in the bBDng calendar 
which put more days into the 
first three months. 

"You cannot extrapolate this 


7.4 per cent over the full 
year,” he said. 

"Our target for real internal 
growth remains unchanged at 
4 per cent, as we said last 
year. I think we have shown 
since the first quarter of 1997 
that we keep coming closer to 
this target." 

Mr Brabeck said underlying 
sales remained strong in Asia, 
even in countries hit hardest 
by the crisis there. 

NestJe's shares dosed at 
SFr2,798, upSFr116. 


By Tom Brans in Madrid and 
Geoff Dyer in Sao Panto 

Banco Bilbao Vizcaya. 
Spain’s largest bank in 
terms of assets, said yester- 
day it had agreed to buy 55 
per cent of Banco Excel 
Economico, one of Brazil's 
biggest financial institu- 
tions, in a deal worth about 
$450m. 

The agreement, which is 
subject to due diligence, wffl 
lift the value of BBV’s acqui- 
sitions in Latin America 
since 1995 to $&5bn. 

It ends a three-year search 
by the Spanish bank to 
establish a base in Brazil 
and boosts a banking fran- 
chise including networks in 
Argentina, Bolivia, Colom- 
bia, Mexico and Venezuela. 

Excel Economico, which is 
based in S&o Paulo, has 
assets of Sl0.5bn and is 
ranked fifth in Brazil in 
trams of loans and eighth in 
terms of deposits. 

It was created in 19% 
when Banco Excel, a small 
wholesale bank, bought 
Banco Economico, one of the 


largest retail banks in the 
country, which had been 
taken over by the central 
bank because of a RS3.5bn 
(US$3.1bn) hole in its bal- 
ance sheet. 

Last year, BBV pulled out 
of negotiations to buy Banco 
National Credito, Brazil’s 
snrth largest bank, because 
it considered the SSOOm price 
tag too high. 

BBV has earmarked a fur- 
ther S2.5bn until 2000 for 
acquisitions in Latin Amer- 
ica, and is likely to set its 
sights on a bank in Chile. 

Banco Santander, BBV’s 
chief domestic rival, has 
built up a similar financial 
empire 1c the region and 
established footholds in Bra- 
zil and Chile. 

In the first quarter this 
year, BBV said Latin Ameri- 
can assets contributed 33 per 
cent of net attributable 
profit. 

The bank put $236bn of 
first-quarter earnings to 
cover extraordinary country 
risk and one-off goodwill 
charges arising from its 
acquisitions in the region. 


Telefonica may spin off property arm 


By Norma Cohen, 

Property Correspondent 

Telefonica, the Spanish 
telecommunications group, 
has appointed Bankers 
Trust, the US investment 
bank, to advise it on the pos- 
sible spin-off of its corporate 
property arm into a separate 
company that would have 
assets of Pta420bn-Pta480bn 
(S2.76bn-S3.I5bn). 

The move would take the 
property assets off Telefon- 
ica’s balance sheet, allowing 


it to redeploy the capital into 
its core business. 

Property consultants said 
several large continental 
European companies with 
exterisive property assets 
were considering similar 
moves. 

In the UK, retailers Tesco 
and Great Universal Stores 
have placed some of their 
properties into off-balance 
sheet joint ventures formed 
with British Land. 

Teleftmica, which is in the 
middle of a capital raising 


exercise, declined to com- 
ment on its plans, saying 
only that the move was still 
under consideration. The 
assets shuffle is part of a 
larger corporate restructur- 
ing which will involve five 
separate units. 

Telefdnica is Spam's larg- 
est employer and has built 
up a significant land and 
property bank during its 
75-year history. 

The company has 12m sq 
m of property, 8m sq m of 
which are land, with the 


remainder in buildings. 

The concept of “outsourc- 
ing" corporate property is 
also taking hold in North 
America. 

Although companies have 
historically been reluctant to 
dispose of property, there 
has been growing pressure 
from shareholders 
to improve returns cm capi- 
tal through the sale of low- 
yielding assets. 

“What happened in the US 
is that during the 1980s. 
major US companies decided 


that real estate was very 
nice and maybe they could 
make a lot of money in it," 
said John Coppedge, senior 
director for central and west- 
ern European and Asian 
property at consultants 
Jones Lang Wootton. 

However, the sharp down- 
turn in property prices dur- 
ing the recession caused 
companies to rethink their 
strategy, he said. IBM. Gen- 
eral Motors and AT&T have 
all begun to dispose of prop- 
erty assets. 
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TOALLMTERESTEDMRTE9: 

PLEASE TAKE NOTICE lhat the atom-captioned debtors aid debtors kn possession (oofecttaiy, the "Dabtara’lhaw 
flad a motion wllti tea Unfled States Brnfaujacy Oout tor the Southern Detect of New \txk {the 'Court'), dated April 15, 
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PLEASE TAKE FURTHER NOTICE that 

A UK HoUngs owns afl of (he outstanding shares of Castle Communications, pic., an entity organized undo- Jho fans of 
tha Uhted Kingdom. Castle Oommunfcatiora, pie. and b direct and hdkiact aubsUarte*, primarfr torn a catalog and rebate 
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Hamtean t«ted States Custom Haaa, Ow Sowing Steen, NmYbrtc. Naw fork, on May 21, TS9Bat KMO an, ores soon 
tfwraaftar aa canal cai to Hoad, to consider bids lor Bn proposed sale ot tea capital stock of UK Hofcftns, aubntited in 
accodsnce wth Sis SoOdtatfon For BUs described below 


NOTICE TO THE BONDHOLDERS 

US $60,000,000 

&5% Negotiable Obligations due 2000 

S3BAESA 

Buenos Aires Embotelladora S JV. 


NOTICE IS GIVEN to the holders of the outstanding Bonds of the Company that the 
Exchange Offer that was launched on April 6, 1998 will expire at 5:00 PM New York 
time on May 6, 1998. 

Requests for additional copies of the Offering Memorandum or the necessary materials, 
as well as any inquiries with respect to the Exchange Offer should be directed to Buenos 
Aires Embotelladora SA at (541) 747-2501, attn: Carlo Fava or the BAESA Investor 
Relations Desk at (212) 688-7930. 
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One CWewp Oerter 
153 East 53ri St** 

New ibrk New Marie 10022 
(212)821-6000 
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Kmykm rf 1M|imu 
FlmtlnB Rale Noun due 2000 
For tho period Aon ApB 30, (jgs ^ 
July JJ. IBW the Nwi «iD any m 
(ntemt me of 4JS* per um with 
bo ioiaratt arnmnt of ECU w 
BCUlOOjOOONoU*. 

Thu rmigrua. Iniiw\« perinea <fcd* wfl ht 
July St. UK. 

A 

BanqueEuums 


Appointments 
II Advertising I 


appears in the UK edition 
every Monday Wednesday 
& Thursday and in the 
International edition 
every Friday. 

For further Information 
please contact: 

Toby Flnden-Oofts 
444 0171 873 4027 


CONTRACTS & TENDERS 


i THE GOVERNMENT OF THE STATE f 
f OF CEARA- BRAZIL 1 

| WILL CONTRACT SERVICES FOR 
| THE PECEM SEAPORT | 

\ The Government of State of Orate -Brazil- on tee process] 
■ of development of activities related to construction of tbe 
{ Industrial Complex - to look over the commercial proposal 
; concerning the contiactiag of services far the design, 

| fabrication, supply, assembly and installation of four belt 
; conveyors, five e lect ric al substations and systems of 
wpervisiwi and controls for foe Pecdm Seaport, lo be held' 
on July 09*, 199S at 4:00 pm 

The Secrotarait far Transports, Energy, Communication and 
1 Works of Ceazd - SETECO — would I»Im to inform you *im* 

I foe place of foe f^ieaii^ of bids will be at the Central 
Bidding Commission of foe State of Ceara, where the edicts 
wifi be at the disposal of the competitors, doting the routine 
work of government department. The cnu t pyff'g can be 
obtained by telephone on +55.85 265.3050. 

Fortaleza, Ceart - BRAZIL 
April 15*. 1998 


NEWS DIGEST 


AUSTRIA 


Erste Bank falls 84% 
after Sch1.4bn provision 

Net profits at Ereta Bank, Austria's second biggest, ton W per 
cent ,lo Sch229m (SlSro) In 1997 as a result of a Sch1.4bn 
one-off provision against bad debts and expenses related to 
the GkoCredit acquisition. Operating Income M 1.5 per cent 
to Schi5.8bn; operating expenses rose 1.2 per cent to 

Schll.Sbn. 

Pressure on lending margins lad to a 3.5 per cent drop m 
net interest income to Sch9.4bn, In spite of a 4 per cent nse 
in assets to Sch8B7.6bn. The bank’s cosWnoome ratio 
increased from 71,5 per cent to 73.5 per cent but return on 
equity, before special provisions and merger costa, rose from 
8.5 per cent to 9,7 per cent 
Erste Bank's shares ware floated on the Austrian stock 
market last December at ScitflQ. and since haws risen ay a 
third as analysts have become more confident it can meet its 
target of nearly doubflng net income to Sch3bn by 2000, 
increasing return on equity to 12 per cant, and reducing its 
cost/income ratio to under 67 per cent WOHam Had, Vienna 

THE NETHERLANDS 

DSM sees flat second quarter 

DSM, the Dutch chemicals and materials company, expects a 
flat second quarter because of lower prices for so me pr od- 
ucts and a maintenance shutdown planned for a steam 
cracker. 

In detailing a 24 per cent rise In not profits to FI 277m 
(Si 37m) for the first three months, Louis Ligthart. deputy 
chabman, said uncertainties over Asia meant it would make 
no fuU-year forecast Its FI 2.7bn agreed bid launched m Feb- 
ruary for Gist-Brocades, the biotechnology company, should 
be completed to the current period, he added. It would be 
inducted in group accounts from foe third quarter. Sales tor 
DSM in January-March were FI &3Sbn, up 12 per cent. 
Gordon Cramb, Amsterdam 

POLAND 

Treasury names Pekao adviser 

Poland's state treasury yesterday named CSFB to advise on 
the sale this autumn of a 35 per cent stake to Pekao SA 
Bank, foe country's largest, to a strategic Investor. CSFB 
already has the mandate to advise on a pubBe offer of 15 per 
cent of the bank to June. Christopher Bobktsfci, Warsaw 


PORTUGAL 


Banco Espirito 38% ahead 

Banco Espirito Santo, one of Portugal's leading financial 
groups, lifted first-quarter net consolidated profit 38 per cent 
to Es9.6bn ($52m) - its biggest quarterly profit to date. Net 
profit for the parent bank rose 51.7 per cent to Es7.8bn. BES 
attributed foe increase partly to strong gains from capital mar- 
kets operations and growth in fee-based income. It sited foe 
results also reflected a growth in market share to Portugal, 
which the group aims to increase from 14-5 per cent at the 
end of 1997 to 17.5 per cant in 2000. Net assets rasa 25 2 
per cent to Es4,318bru Peter Wise, Lisbon 


PORTUCEL INDUST1R|AL 

Pulp group rises to Es285m 

Portucel Industrial, Europe's biggest producer of bleached 
eucalyptus pulp. Increased first-quarter net consofidated profit 
from Es47m to Es285m (Si .55m). The group, one of Portu- 
gal's biggest Industrial companies, said the impact of the 
Aslan financial crisis on the European and US economies had 
held down international pulp prices until mid-March. Total 
sales rose 5.3 per cent to Es14.4bn and production increased 
1 .6 per cent to 1 65,500 tonnes. Operating profits jumped from 
Esi33m to Es687m. Peter Wise 


The COOPERATIVE BANK 


£75,000,000 

Subordinated Boating Rate Notes 2000 

Holders of Floating Rate Notes of the above 
issue are hereby notified that for the interest 
period from 28th April, 1998 to 28th July, 1998 
the following information will apply. 

1. Rate of Interest 7.625% per annum 

2. Interest Amount payable on Interest 

Payment Date: £95.05 


Payment Date: £95.05 

Per £5,000 nominal or 
£950.51 

Per £50,000 nominal 

3. Interest Payment 

Date: 28th July, 1998 

The Co-operative Bank pic 

(Meorporalad in B^and inter Companies Ad 10*8 to i960) 
Agent Bank 

Bank of America International Limited 


PUBLIC NOTICES 


UNITED NATIONS 



NATIONS UNIES 


CMBan PoOca Sqpport Group 

NOTICE OF AUCTION 

The United Nations herewith notifies afl interested parties, 
companies and organizations of Ks Intention to conduct an auction 
of the property of the former United Nations Transitional 
Administration m Eastern Slavonia, Barents and Western Stonian 
(UNtAES) on an "as is where Is ax-works' basis on May 20. 21 ond 
22. 1998 at tha UNTAES Logistics Base. Kiisa Airport, Croatia. 

The property consists of equipment and goods and will be sold only 
hi lots. A orechure of the property along wtoi the terms ond 
conditions of its sate win be available at no charge during sfle 
Inspection prior to the auction to bo conducted on May 18 end 19, 
1998 an d at the auction Used. For admission to the auction, alt 
Interested parties, companies end organizations must register by 
fax or tetter no later than May 19. 199S. 

Address all requests far registration, brochure and Information w, 

United Nations CMkn PoAce Support Group 
P-O. Sox 187, 31000 Osfck, Croatia 
FAX No.: 385-31-135-6320 TEL No.; 385*31-1356408 
Attention: Mr Roger A Adorns. Chief Auction Coordinator 
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SWEDEN WALLENB ERG GROUP MOVES TO COMPLE TE TRANSFORMATION TO WED-TECH 1 BUSINESS 
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Underlying profits rise at Incentive 


By Tin aw* ta Stockholm 

Incentive, the main 
industrial arzn of the Wallen- 
berg business empire, yester- 
day reported a rise in under- 
lying profits following 
increased demand for its 
medical technology and 
renal care services. 

The company, reporting its 
last first-quarter profits 
before renaming itself Gam- 
bro, said underlying operat- 
ing profits rose 37 per cent to 
SKr458m ($59.lm). on sales 


up from SKr4.78bn to 
SKr5.21bn. 

The group announced the 
name change last month fol- 
lowing a seven-year restruct- 
uring, in which it has trans- 
formed itself from an 
industrial conglomerate to a 
“med-tech" business based 
around its Gambro renal 
care subsidiary. 

Mikael Lilius, chief execu- 
tive, said yesterday the final 
element of the restructuring 
would be completed this 
year with the disposal of 


MacGregor, the non -core 
materials handling business. 

“We will start the divest- 
ment process during the sec- 
ond quarter, although we 
have not yet decided on the 
best exit route,” he said. 

Mr Lilius also hinted that 
the group would lennnh an 
institutional roadshow this 
year to pave the way for a 
possible US listing In 1999. 

The move reflects Incen- 
tive's increasing North 
American bias, with sales in 
the region accounting for 51 


per cent of the group’s total 
- up from 35 per cent in the 
first three months of 1997. 

In the first quarter of this 
year, growth in underlying 
profits was fuelled mainly by 
contributions from Vivra, 
the US chain of renal care 
clinics acquired for 51 .57 bn 
last year. 

"We are now seeing the 
full effect of that acquisition; 
sales in dialysis care rose by 
more~than 180 per cent,” said 
Mr Lilius. 

Profits in medical technol- 


ogy - excluding goodwill 
amortisation on the Vivra 
acquisition - rose fl-om 
SKr532m to SKr858m. In 
materials handling, by com- 
parison, they rose from 
break-even to SKr37m. 

After one-off items, how- 
ever, operating profits fell 
from SKr67Bm to SKr605m. 

Mr Lilius blamed the 
decline on the absence of 
contributions from busi- 
nesses sold during 1997 and 
the lack of profits from Elec- 
trolux and ABB. previously 


treated as associate compa- 
nies. 

Electrolux and ABB con- 
tributed SKr355m to first- 
quarter profits. Incentive, 
which sharply reduced its 
stakes in the two companies 
last year, saw pre-tax profits 
fall from SKr828m to 
SKr424m as a result 

Earnings per share fell 
from SKr 5 JI 2 to SKr4.29. 
Incentive's most commonly 
trade A shares fell SKr3S to 
SKr736. 


French drugs 
group climbs 
30% in quarter 


By David Owen 
to Paris 


Rhdne-Poulenc, the French 
pharmaceuticals and chemi- 
cals group, yesterday 
reported a near 30 per cent 
advance in first-quarter prof- 
its and confirmed it expected 
to launch the public offering 
of its Rhodia chemicals 
operation before the end of 
June. 

Jean-Ren§ Fourtou, chair- 
man and chief executive, 
said the offering "should be 
launched before the end of 
the second quarter, market 
conditions permitting”. The 
operation is expected to 
involve about 30 per cent of 
Rhodia and to raise FFr6bn- 
FFrTbn ($997ta-Sl2bn)- 

With Rhodia contributing 
a strong performance, net 
income for the first three 
months rose from FFt674m 
in the first quarter of 1997 to 
FFr873m. 

After climbing above 
FFr300 in early trading, the 
shares closed down FFr5.10, 
or IB per cent, at FFr583.70. 
leaving analysts baffled. 

Philippe Cottet, pharma- 
ceuticals analyst with Cholet 
Dupont in Paris, said that in 
terms of profit the group’s 
performance had exceeded 
expectations. 


There had been worries 
that Rhodia alone would puff 
the group along. Mr Cottet 
said, but all three business 
sectors had performed welL 

Group operating income 
rose 7 per cent to FFr2. 15bn. 
Rhodia contributed FFr83lm, 
up from FFi593ng plant and 
animal health FFr753m, 
against FFr750uu ami phar- 
maceuticals FFr7 45m, com- 
pared with FFr6l3m. 

Earnings derived from 
stakes in affiliated compa- 
nies, mainl y in the plant and 
animal health sectors, rose 
from FFrl2m to FFr298m. or 
to FFrt32m on a comparable 
basis. 

Net interest expenses 
climbed from FFr525m to 
FFr702m. Other expenses 
reached FFrl40m, against 
income of FFr38m a year 
before. 

The group has launched a 
plan to improve the profit- 
ability of its businesses, with 
the aim of reaching a return 
on equity of at least 15 per 
cent before goodwill in 2000, 
compared with 10.9 per cent 
in 1997. 

Net sales edged ahead, 
from FFrtLShn a year ago to 
FFr2L9bn. 

Earnings per share 
reached FFr2.42, np from 
FFr2fJ5. 


Paper producers show growth 


By &eg Metro in Stockholm 

The improving fortunes of 
Europe’s forestry industry 
were highlighted yesterday 
when three of the conti- 
nent’s largest producers 
announced strong improve- 
ments in first-quarter 
profits. 

Finland’s UPM-Kymmene, 
Europe's largest forest prod- 
ucts group, led the way with 
pre-tax profits up from 
FMl.35bn to FMl.9bn 
(S349XD). 

SCA, Sweden’s leading 
producer, saw its pre-tax 
profits almost double from 
SKrS94m to SKrl.6&bn 
($213m). MoDo, also of Swe- 
den, posted an 86 per cent 
jump in pre-tax profits, from 
SKr391m to SKt729zzl 

The deeply cyclical paper 
industry spent most of 1997 
in recovery after a very 


weak first quarter, only for 
profitability to come under 
pressure at . the end of the 
year amid sagging pulp 
prices and fears over Asia. 

Juha Niemelfl, UPM- 
Kymmene chief executive, 
said the market was “pretty 
stable now in most cases”. 

Supply and demand were 
well balanced in the compa- 
ny’s two TT>ain businesses — 
magazine papers and news- 
print. “We got some price 
increases at the be ginning of 
the year and we are living 
comfortably with that at the 
moment." 

Fears among some observ- 
ers that collapsing demand 
in south-east Asia could 
flood western markets with 
cheap paper and pulp appear 
to have been exaggerated. 

Mr NiemelS admitted 
UPM-Kymmene’s sales had 
halved in parts of Asia- 



UPM*s Ji£ia hfiemeBb market • 
Is now ‘pretly stable 1 

Pacific, but said the impact 
on group profits was limited 
because the region 
accounted for only about 
2 per cent of total sales. 

UPM-Kymmene said 
demand for printing and 
writing papers was expected 


to remain good in Europe 
and the US. Capacity utilisa- 
tion rates would remain 
high, it predicted, except in 
coated fine paper. 

SCA was lifted by sharp 
improvements in its graphic 
paper and packaging paper 
operations, offsetting a dete- 
rioration in hygiene prod- 
ucts. its largest unit 

Operating profits in 
hygiene products slipped 
from SKr680m to SKrSlfJm, 
In spite of growth in sales 
from SKr6bn to SKriL3bn. 

Group turnover was 
SKrl5.3bn, against 
SKrl4Bbn, and earning s per 
share rose from SKr2.62 to 
SKr5.57m. Excluding non- 
recurring gains, pre-tax 
earnings rose by 63 per cent 

MoDo’s sales advanced 
from SKr5.5bn to SKr5.9bn 
and earning s per share were 
SKrS.TO, against SKr3.10. 


Higher demand lifts Electrolux 


By Tim tart 

Electrolux, the Swedish 
household goods manufac- 
turer, yesterday began to 
show the first signs of recov- 
ery following its SKr2.5bu 
($323m) revamp by announc- 
ing a 79 per cent increase in 
first-quarter profits. 

The company, which is 
seeking to dose 17 plants in 
North America and Europe, 
reported pre-tax profits of 
SKxL08bn, up from SKrSOOm, 


on sales abead from 
SKi26.3bn to SKi2&6bn. 

Michael Treschow. who 
took over as chief executive 
last year, attributed the 
improvement mainly to 
increased European and 
North American demand for 
white goods and restructur- 
ing benefits. 

“The current restructuring 
programme is proceeding to 
. plan,” he said. “About 1,700 
employees left the group 
during the first quarter and 


negotiations regarding shut- 
downs have been initiated or 
completed at 17 plants.” 

Mr Treschow said 21 ware- 
houses were also closed in 
the first three months, with 
a further 17 due to be dosed 
in the medium term. 

Of the SKriL5bn set aside 
for restructuring, he said 
that SKr950m had been used 
so far. Since the overhaul 
was launched last year, 
some 5.500 jobs have been 
cut 


At the operating level, 
group profits rose 37 per cent 
to SKrl-38bn, with the sharp- 
est growth in household 
appliances, where profits 
rose from SKr747m to 
SKr864m. 

The absence of loss mak- 
ing minority interests, mean- 
while, helped lift earnings 
per share from SET4.90 to 
SKI9.10. 

Electrolux's most com- 
monly traded B shares rose 
SKrlSBO to SKr697. 


CFA charterholders know it's 
not only a good idea - it's 
gooc business. 


Ethics 



4L^ 


Over 24.000 investment professionals from 63 countries have s ometh i ng very Imp or t ant in 
commoa. They have earned the right to use the CFA* desig n ation — Chartered Financial 
, H Analyst. They adhere to a rigid code of conduct that promotes the integrity of the investment 
£ industry worldwide. And that malms good business sense. Because trust and high ethical 
standards are the foundation of an open marketplace — here and abroad. 


A universal symbol to- high professional standards and principles, the CFA charter is sponsored by the 
Association for Investment Management and Research. AIMR also offers an array of other professional 
dfwtnpmAnt Aixtgrv'ri fn maintain high standards for CFA charterholders- their employers and 

their clients. 

Fbr more tnfbrmatkm and a tree Iwwjrare, call 1-804-96J-68K. 

Or visit our Web site at wwwahntoig. 


SITTMC A HIGHER STANDARD 
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U-S-$350,000,000 

S o bm dm sfa^Floetlng Bate Noire Doe No vember 27, 

Notice is hereby gow n Ihcti ike Rote of Mores* has boon r 
5787556 a imped of *o Originc! Note end 5875* in rospec 
Enhonos m at S Note, and tint rm intent payebw on Bw rtkvcri 

ftsymwtt Date May 29, 1998 against Coupon No. 150 in respect at 

US$10,000 nominal of fa Note wiS bo US$4562 in respod of the 
Qriginc! Note and US$47.3} in mpod of ihp&hancpftwnt Note. 

~ U-S-$500, 000,000 

Snbw&tMtod Ffaatfa^Rate Notes Dae October 2S, 2008 
Notice is hereby gtren lhaJ ihe Rote of fcdored hes boon fixoa at 
5.7875% and that tho interest payable on the relevant Interest 
Payment Date Atay 29, 1998 against Coupon No. 151 in respect 
afUSST(WtwcnteQlof*wNgtewglb«USS4&62 

C!T1BANO&_ 



C ent xa l Hispaiio Rpaiicial Services Limited 

U-S. S 100.000000 

P rii oo i y Capital Guaranteed Hearing Bare Kotos duo 2006 
with * substitution guarantee on a subordinated basis of 
Banco Comral Hfepanosmaricano. SA 
In accordance vwth the provisions of the Notes the following 
notice a hereby given: ■ • 

Imentsi Period: Apia 29, 1998 to October 29. 1998(183 days) 
Interest Rate: ^00 675 % bj. 

Coupon Amount: U SA 300.23 per USJS 10.000 Note 
Payment Date: October 29. 1838 

ftankfutUMtin, April 1098 

COMMERZBANK A 


KB IFIMA N.V. 

KB Internationale financeringsmaatschapp* N.V. 

USS 150,000,000 

Guaranteed Floating Rate Notes due 2011 


In accordance with jhe Description of the Notes, notice is 
hereby given lhat for the Interest Period from April 30. 
1998 to July 31. 1998 the Notes wfli carry an Interest Rate 
of. 5.775 96 per annum. 

The Interest Amount payable on the relevant Interest Pay- 
ment Date. July 31. 1998 against coupon N*4S wfll be 
USS 147.53 per USS 10.000 

priidpel amount of Note „ . 

and USS 3.689.58 per pew Ban* 

USS 250,000 printapai \f y /> f}\ KracSotbank 

amount of Note. lUip/fraa nto ig 


NEWS DIGEST 


NORWAY 


Offshore industry demand 
propels Aker Maritime 

Aker Maritime, the Norwegian shipbuilding and offshore 
engineering company, yesterday said profits had more than 
doubled In the first quarter amid growing oil industry demand 
for platforms and engineering equipment 

The company, 73 per cent-owned by the Aker RGI holding 
group, reported pre-tax profits of NKr185m on sales 

of NKr4.08bn in the first three months of the year, compared 
with profits last time of NKr76m on turnover of NKi2.99bn. 

Operating profHs rose from NKr72m to NKrt96rn and earn- 
ings per share Jumped from NKr0.88 to NKr2.03. Profit mar- 
gins reached 3.7 per cent, compared with 1.9 per cent in the 
first quarter of 1997. Aker Maritime shares rose NKr7 to 
NKrl70. Tbn Burt, Stockholm 

BANKING 


SE-Banken makes disposal 

Skandinaviska Enskilda Ban ken yesterday made its first large 
disposal since its acquisition of insurance group Trygg-Hansa 
last October, selling Trygg's industrial and marinB insurance 
business to Switzerland's Zurich Group. Financial details were 
not disclosed, but SE-Banken was believed to have made a 
capital gain of more than SKrSOOm ($64.6m). Industrial and 
marine insurance accounts for about one-third of Trygg's total 
non-fife insurance operations. The division made operating 
profits last year of SKr140m on premium income of 
SKr1.37bn. Greg Mdvor, Stockholm 


SWEDEN 


Aga beats expectations 

Aga, the Swedish medical and industrial gases group, yester- 
day beat expectations by reporting a 50 per cent increase in 
pre-tax profits, to SKi461m ($59-5m). The consensus forecast 
by analysts was for SKr432m. Sales were up from SKr3.4bn 
to SKr3.8bn, and earnings per share, from net profits of 
SKr3l9m, were SKrl.31 against SKrfJ.BI last time. 

The Improvement in operating margins, to 13.4 per cent 
from 12.7 per cent, was partly attributed to restructuring in 
1997. Further rationalisation of production and distribution 
was expected to yield rapid savings, but the costs of invest- 
ment in new information technology in 1968 would more than 
offset administrative savings, the company said. 

AFX News, Stockholm 


ESTONIA 

Hansapank, Hoiupank to merge 

Hansapank and Hoiupank, the leading Estonian banks, ate set 
to merge, creating a pan-Baltic financial group with assets of 
more than excess of EKr25bn ($1.7bn). Hansapank sharehold- 
ers will receive 63 per cent of the new bank, with Hoiupank 
investors taking the rest 

Swedbank, the Swedish bank which holds 19.9 per cent of 
Hoiupank, welcomed the deal. Hansapank shares closed at 
EKrl 03.18, up 3^ per cent, while Hoiupank stock closed at 
EKr30.90, up 2.7 per cent Matej Vipotnik, Taflim 
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M lUOrmvnoin *05] 
Corrmon oxrty 
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To Advertise in 
the Business 
Opportunities Section 


Please call Melanie Miles 
on +44 0171 873 3349 


*993 DEW 15J6 bn 
«9<DEII?47B(i 
1983 mi ISA bn 
IHCDEU'Uu 


You guessed It. As often as not youH 
find L-Bank on* Jump ahead with some 
of ttie most Innovative financial Instru- 
ments on the market - and not afraid to 
blaze a trail, either. Taka our seven-year 
parole! bond in ftench francs, Deutsch 
marks and Italian Bre, a new product 
geared to the needs of far-sighted in- 
vestors- When EMU becomes a reality, 
this bond from the state development 
agency of Baden-Wurttemberg, with ha 
distinctive sovareign-Oke appeal, can 
at once be converted into euros. 


Mp'/jSninKMuniLOB 


The key advantage for investors Is that, 
from the moment the bonds are con- 
verted, they have at their disposal a 
Squid, actively traded euro benchmark 
bond, providing a ready source of capi- 
tal in euros. Making this possfote is an 
L-Bank asset as rare as it Is valuable: 
the ab&ty to raphfiy adapt our products 
and instruments to changing investor 
needs - helping our investors get off to 
a flying start in a united Europe. L-Bank, 
Schiosspletz 10/12, D-76113 Karlsruhe, 
Germany, telephone +40721 1 5018 07. 

1L BANK 

Lareleskretfltbank Baden-WQrttembera 
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COMPANIES & FINANCE: THE AMERICAS 


PHARMACEUTICALS UNEXPECTEDLY STRONG SALES GROWTH IN FIRST QUARTER 


Pharmacia & Upjohn claims turnround ^ Qr yj acom 


By Dame) Bfigfer 
In New York 

Pharmacia & Upjohn, the 
troubled US-Swedish drugs 
company, claimed a turn- 
round yesterday after post- 
ing unexpectedly strong 
sales growth in the first 
quarter. 

Revenues for the three 
mouths to March grew 8 per 
cent to 9L5bn, led by a 24 
per cent Increase in US phar- 


maceutical sales, excluding 
the impact of currencies and 
divestments. 

The shares, which have 
lagged behind both the 
drugs sector and the stock 
market in the past two 
years, jumped 7 per cent to 
$4lj| in early trading. 

Fred Hass an, who was 
brought in as chief executive 
from American Home Prod- 
ucts last year, said: ‘‘We are 
very pleased that the steps 


taken, to revamp our US 
sales and marketing activi- 
ties are starting to pay off 
and will lead to quality earn* 
ings growth for the company 
during 1998.” 

Net earnings for the quar- 
ter fell slightly to $IS9m, or 
38 cents a share, from 9194m. 
or 37 cents, largely as a 
result of increased market- 
ing and sales expenses to 
support new product 
launches. Pharmacia reiter- 


ated that all of Its 1998 earn- 
ings growth would come in 
the second half. 

New products Include 
Detrol/Detrusitol tablets for 
incontinence, which received 
US regulatory approval and 
was launched in Germany 
and the UK during the quar- 
ter. Pharmacia Is afan rolling 
out Rogaine Extra Strength 
For Men against hair loss 
and Edronax, a new anti- 
depressant 


Among established prod- 
ucts, sales of Xalatan, a ther- 
apy for gfaHfrana, more than 
doubled to $7Qm. but Sales of 
cancer treatment Camptosar 
were flat while Genotropin,- 
the growth hormone which 
is still the. group’s largest 
single product, saw sales fell 
14 per cent to 877m. 

The consumer healthcare 
division was buoyed by a 30 
per cent rise in Nicorette 
anti -smoking products to 


952m, led. by. sales of Nlcor-' 
ette chewing gum in the US. 
Sales, of Rogaine grew -7 par' 
cent to 831m. Animal- health 
sales rcsff2 par cent to 986m, 
while diagnos tics : .turnover 
was '3 per cent lower at 


Investors get live to attractions of internet groups 


Interest in search engine stocks has hit 
fever pitch, writes Christopher Price 


Searching for e-commerce 


I nternet access may some- 
times be slow and frustra- 
ting, but there has been 
nothing dawdling about the 
recent performance of the 
network's search engine 
stocks. 

Share prices In the four 
leading groups in the sector, 
whose services allow inter- 
net users to search for web 
sites, have soared to record 
levels as investor interest 
has reached fever pitch. 

Although prices have 
retreated, the episode has 
fuelled the debate over how 
the market should value a 
group of companies - only 
one of which has positive 
earnings - that at one stage 
in the past two weeks had a 
combined market capitalisa- 
tion of more than SUbn. 

The bull-run began in ear- 
nest at the start of the year, 
helped by high-profile mar- 
keting deals, acquisitions 
and the continuing rapid 
increase in internet usage. 

What prompted the recent 
acceleration were results 
ahead of the most optimistic 
forecasts from Yahoo! and 
Excite, the biggest and sec- 
ond biggest search engine 
groups. Yahaot’s first-quar- 
ter earnings, at 8 cents a 
share, were 60 per cent 
above expectations. 

At the same time, disap- 
pointing results from per- 
sonal computer manufactur- 
ers. such as Compaq, and 
chip makers, such as Intel, 
reinforced the view that PC 
prices will continue to fell, 
stimulating consumer 
demand and accelerating 
internet usage. 

These developments 
reinforced a view among 
institutional Investors of the 
need to gain exposure to the 
internet. Then there has 
been the bid speculation sur- 
rounding the sector. 


Media companies, envi- 
ously eyeing the millions of 
“viewers" being commanded 
by the search companies, 
have been tipped as poten- 
tial predators. 

However, underpinning all 
these developments has been 
a fundamental shift in how 
internet search stocks are 
viewed. “Investors are 
starting to appreciate the 
transformation the search 
engine companies have 
undergone into internet 
media groups.” says Derek 
Brown, an internet analyst 
at Volpe Brown Whelan, the 
stockbroker. “They are also 
beginning to understand 
that revenues are no longer 
made up of banner advertis- 
ing, but increasingly elec- 
tronic commerce transac- 
tions and sponsorship." 

He points to Yahoo * 1 ., which 
saw revenues generated 
from e-commerce related 
advertising and sponsorship 
rise 22 per cent in the first 
quarter. 

The transformation has 
been brought about by the 
companies' need to differen- 
tiate themselves and a grow- 
ing recognition of the limita- 
tion of hatww adver tising in 
generating revenues. 

Just as important has been 
the realisation that as inter- 
net “portals", these compa- 
nies may hold the key to 
electronic commerce. 

“Having mfflinns of people 
coming through your shop 
door every day is an enor- 
mous retail opportunity,” 
says Patrick Spain, president 
and chief executive of Hoo- 
vers, an internet search 
group specialising in the cor- 
porate market 

New services being 
embraced by the search 
engine groups include chat 
lines, e-mail services, and 
shopping channels. A new 
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offering by one company is 
likely to be swiftly followed 
by the rest 

Earlier this year far exam- 
ple. Lycos paid 958m for Tri- 
pod. a move aped by 
Yahool’s $5m partnership 
deal with GeoCities. 

The deals have been only 
part of the strategy. All the 
search groups have intro- 
duced personalised home 
pages, which allow users to 
select what appears on their 
screens to suit their tastes 
and interests. 

With these deals beginning 
to dictate the pace of 
e-commerce - as well as the 
future revenue path of the 
new internet media groups - 
the difficulties of valuing the 


companies concerned are 
underlined. 

Y ahoo!, considered the 
most innovative of the 
companies, is used as 
the yardstick by which the 
others are valued. While this 
is most comprehensively 
done though a discounted 
cash flow analysis, analysts 
also use a multiple of future 
revenues as a more simple 
calculation. 

. At the -current market cap- 
italisation of 9G-3bn, Yahoo! 
shares are trading on a mul- 
tiple of 27 times forecast 1999 
revenues of $229m. The for- 
ward p/e is 125 times. 

Even at these exotic rat- 
ings, Wall Street seems 


nwttpfl in its b ullish assess- 
ment of the shares, particu- 
larly over the long term. 
Excite, Infoseek and Lycos 
are trading on revenue mul- 
tiples of about half those of 
Yahoo! - prompting fore- 
casts of further gains as they 
seek to close the gap in 
terms of users and deals. 

However, for some follow- 
ers of the situation, the gal- 
loping share prices have 
proved too tempting an 
opportunity, to resist. 
Recently five directors of 
Yahoo! sold shares worth 
913m. Other investors, less 
imbued by the prospects for 
the internet than some on 
Wall Street, might be 
tempted to do the same. 


Operating income fell 5 
per cent to J 2 Gim.'partly due 
to extra sales and. marketing 
spending and partly to the 
costs of a new headguarter& 
in. New Jersey.- . 


Gillette 
set to 
spin off 
Jaffa 

By Victoria Biffin in Boston 


Gillette, the Boston-based 
razor and battery group, is 
expected to spin off its Jafra- 
cosmetics division today in a 
9200m leveraged huy-ont 

Clayton Dubilier & Rice, 
the venture capital group 
which is providing $70m in 
equity financing for the deal, 
said it had coveted Jafra for 
years, but that Gillette had 
only now agreed to the sale. 

The remainder of the 

ffnanning jg en tiling fr o m 

banks and a high-yield bond 
offering. 

“Because it wasn't part of 
Gillette’s core' business, it 
wasn’t attracting the capital, 
talent and energy it needs fb 
grow," said Donald GogeL 
partner at CDR. 

Jafra sells cosmetics 
doorto-door. Its biggest com- 
petitors are Avon and Mary 
Kay, and Its largest markets 
are Mexico. Germany and 
the US. After the spin-off, 
Ron Clark, former president 
of Mary Kay's European 
division, will become Jafta’s 
chief executive. 

“Our first point of busi- L 
ness will be to expand our 
sales force and move into 
new countries, especially - 
Brazil and Poland, where 
Avon has been experiencing 
substantial growth.” said Mr 
dark. Training and pay far 
sales representatives will be 
boosted, and Jaffa plans to 
expand into jewellery and 
fashion accessories. 

With sales of just 9230m 
last year. Jafra wiB be carry- 
ing a heavy debt load. Mr 
Clark believes the debt will 
be manageable, b ecaus e cos- 
metics sales generate large 
amounts of cash. 


By Christopher Parian 
inUnAngetes- 

Vlacom shares rose in early 
trading yesterday-on news of 
sharply-reduced losses in the 
first quarter and a declara- 
tion from Sumnfer Redstone, 
chairman, that the entertafe- 
ment group was set for an 
"outstanding’' .year. 

Boosted by the success of 
33farifo : aDd.a strong three 
months tor the MTV music 
television business, the com-: 
pony reported a loss of 4 
cents a share, compared 
with an II cents deficit last 
thnfe, and Wall Street esti- 
mates of a US cents loss. 

- Net eandngsfrom continu- 
ing: operations were 81m : 
after a loss of 924m a year 
ago. The stock was 91% 
higher at $574 by noon in. a 
rising market 

Rob. Donahue,' an analyst 
at .Salomon Bros Asset Man-, 
agement, said Titanic, which 
has* so for grossed $L6hn at 
.the box office, would con- 
tinue, to contribute to the 
results of Viacom and News 
Carp, its production partner, 
for the rest of the year. The 
video version is due for 
release before Christmas. 

He .also expected results 
from the long-troubled 
Blockbuster chain to 
improve as the year prog- 
ressed and as a new revenue- 


.sharing agreement with film 
studios took effect. 

Although revenues from 
t to division embracing video 

and theme parks rose 11 per 

cent in the quarter, operat- 
■ ing income fell 11 per ***** 
949m, mainly because of 
Increased marketing spend- 
ing and restructuring at 
Blockbuster. 

Same-store video rental 
revmues rose 10 per cent in 
the quarter, an i ndica tor 
■interpreted by a naly sts as 
the Brat sign of a turnround. 
The c o m p arable figure from 
-the last -quarter of 1997 was. 
an- increase of only 2 per 
cent 

The volume of Blockbuster 
business benefiting from rev- 
enue-sharing. 25 per cent in 
the first quarter, is already 
rising towards 50 per cent, 
and is expected to reach at 
least 70 per cent by the 
year’s end. 

Networks and broadcast- 
ing also put in a strong per- 
formance with revenues up 
12. per cent, operating 
income ' up 11 per cent and 
wish flow some 7 per cent 
..higher. 

- Group cash flow, dented 
by higher losses from -pub- 
lishing divisions, most of 
which are about to be sold, 
rose 3 per cent to 9406m, on 
revenues up 6 per cent at 
S3.1bn. 


NEWS DIGEST 


HEALTHCARE 


Cincinnati Milacron seeks Talks on GM-Daewoo 
alliances to increase sales link-up near conclusion 


By Peter Marsh 


Cincinnati Milacron, the 
third biggest US machine 
tool company, is planning to 
increase sales through alii - 
ances with other manufac- 
turers around the world, par- 
ticularly in Asia. 

Doug Henderson. Cincin- 
nati's worldwide head of 
machine tool sales, said the 
company was discussing 
joint ventures and other pro- 
jects to boost its 8500m 
annual sales from machine 
tools. 

The company Is believed 
to be looking for a 40 per 
cent increase in revenues by 
around 2000. It would Jink up 


with otber manufacturers 
who would either make .Cin- 
cinnati products under 
licence or possibly add their 
own products to the range 
Cincinnati sells. 

Such ventures are increas- 
ingly common in the world's 
$40bn-a-year machine tool 
industry - a highly frag- 
mented sector supplied by 
thousands of mainly small 
companies. 

Last year Cincinnati had 
total sales of about S2bn. It 
also has interests in plastics 
processing machinery and 
other industrial products. 

As part of the expansion 
plan, Mr Henderson said the 
company wished to see a bet- 


ter balance in its machine 
tool sales, of which about 70 
per cent are currently in 
North America. Europe 
accounts for about a quarter 
and Asia 5 per cent 

“Over the next four years I 
would like to see 50 per cent 
of our revenues coming from 
outside North America," he 
said. While Increased pro- 
duction from its machine 
tool factories in the US and 
UK is part of the plan, Mr 
Henderson envisages the 
lion’s share of the increased 
sales coming from joint ven- 
tures and other alliances. 

The company already has 
small ventures in India, 
China and Taiwan. 


By Haig Simonfen, 

Motor Industry Correspondent 

Talks on a cooperation deal 
between General Motors and 
Daewoo's vehicle subsidiary 
should be concluded by the 
end of June, opening the 
way for shareholder 
approval by September, 
according to Kim Woo- 
Choong, Daewoo's chairman. 

Mr Kim said the discus- 
sions, under way since Feb- 
ruary, could lead to GM tak- 
ing a stake of between 35 per 
cent and 50 per cent in the 
South Korean carmaker. 

He said the talks Involved 
a five-year Joint venture 
between the two groups. 


Although management con- 
trol would remain with Dae- 
woo, the issue of control, 
could come up after the five 
years elapsed, he said. 

GM and Daewoo ended a 
14-year car-making joint ven- 
ture in 1992 after the Korean 
company’s ambitions started 
to dash with those of its US 
co-owner. GM had no say in 
management of the joint 
venture. Since then, GM 
executives have said they 
would get involved with Dae- 
woo again only if they were 
certain of greater control. 

Mr Kim said the talks had 
centred on broad co-opera- 
tion, including GSTs desire 
for better access to the Kor- 


ean car market - the second 
biggest in Asia, after Japan. 
He said the two sides would 
discuss specifics only when 
broad agreement was sealed. 
' The comments came as 
Daewoo signed a joint ven- 
ture to build vans with LDV, 
the independent UK com- 
mercial vehicles group. 
Under the deal, stQl to be 
approved by European com- 
petition authorities, Daewoo 
will take up to 50 per cent of 
LDV for an undisclosed sum. 

The two companies dis- 
closed their eventual aim 
was to float LDV once its 
new van range, being devel- 
oped with Daewoo, went on 
sale early next century. 
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in our capacity as Fiscal Agent 
Notice is hereby given of Redemption 
ot all the outstanding Notes being in 
the aggregate amount of It) too 
billion at 101.00 per cent of their 
principal amount on 30 May 1938. 
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Columbia/HCA tumbles 
53 % to $ 197 m 

Columbla/HCA Healthcare, the US group subject to a federal 
Investigation Into bBSng practices, yesterday reported a 53 par 
cent fal in first-quarter net income, as it struggles to restruc- 
ture its business. Net income in the first quarter fed to S1S7m, 
•from 9423m a year ago, producing net earnings per share of 
31 cents, fe line with expectations. Restructuring costs and 
costs associated with the Investigation totalled $241 m. Reve- 
nues of $4.9bn were down from $4.99bn. 

. Since the beginning of the year, the company has agreed to 
sell assets worth about $1.4bn. Two businesses, Value RX 
and Vdue Health Sciences were sold for $450m in April, and 
the company has agreed to sefl Value Behavioral Health for 
2230m and 34 surgery centres for $550m. During the quarter, 
the company completed the sale of three hospitals for about 
$40m and signed agreements to sefl four more. In addition, 
foe company said ft now planned to ‘Seek a US I ntemaT Reve- 
nue Service ruling for possible spin-offe of two, rather than - 
three, hospital groups. 

. The shares rose rtearty 2 per cent to $33 in morning trad- 
ing. Tracy Corrigan, New York 

PROPERTY 

TrizecHahn surges 

Rising rental income from North American office holdings 
enabled TrizecHahn, foe Canadian property group, to report 
that first-quarter cash flow from operations rose 60 per cent 
to US$5 8m, or 35 cents a share on a diluted basis. This com- 
pared with 25 cents last time. Net Income rose from U5$9m 
to US$1 23m, primarily due to the sale of a portion of the 
company’s interest in Barrick Gold. 

Rental income rose 36 per cent to US$1 18m. Analysts attri- 
buted foe increase to rising rents in the North American mar- 
ket as wed as the company’s expanded portfolio. 

Scott Morrison, Toronto . 


FINANCING 

Newcourt Credit ahead 

Strong European and North American demand for capital 
equipment has enabled Newcourt Credit Group, the Canadian 
asset-backed finance company, to report: that first-quarter net 
earnings rose sharply to C$42m (US$2 9m), or 32 cents per 
share, as expected. The results also reflected new loans and 
dost savings generated from its acquisition last year of AT&T 
Capital for US$1. 6bn. Newcourt said strong growth in Europe 
and North America was a key factor in its ability to lift asset- 
backed financings 55 per cent to C$4.5bn. Scott Morrison 


Wells Fargo & Company 
U5I200, 000,000 
Floating rate subordinated 
notes due 2000 
In accordance tt&h the 
provisions of the -nous, notice 
is hereby gfaeii that far the 
interest period 30 April 199810 
29 May 7998 the notes toBl 
cany an Interest rate ot 
5.8125% peraiman. Interest 
paytAle on the rekoant Interest 
payment date 29 Hay 1998 
wttl amount to USS46.82 per 
USS mOOO note and USS234. 10 
per U5S50.000 note. 

Agent: Morgan Guaranty 
Trust Company 



JP Morgan 




Republic of Italy 
ECU 1, 000,000, 000 
Floating rate notes due 
2005 

Notice is hereby gioen that 
the notes nrftf bear interest at 
4.14688% per atmam horn 
X April 1998 to 31 July 1998. 
Interest payable on 31 July 
1998 wm amount to ECU5299 
per£CU5,000 note and 
BCVS29.88perBOJ50.000 
note and ECU1, 059.76 per 
ECVmoOO note. 



FORMULA SERIES 16 JPY 1,000,000,000 
FRN DUE 2000 

secured by Sharp Finance Netherlands BV JPY 1 Bio 
due 2000 

INTEREST RATE: 136328% • 

INTEREST PERIOD: from 30th April,I998 to 30th July, 1998 . 
INTEREST PAYABLE PER YEN 100.000.000.-NOTE: JPY 
344.607 

BY FUJI BANK (LUXEMBOURG) S A. 

AGENT BANK 
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Rupiah slide lifts mining groups 


By Sander Hneras hi Jakarta 

Aneka Tambang, the 
privatised Indonesian nickel 
and gold mining group, dou- 
bled 1997 net profits, demon- 
strating bow several of the 
country's mining companies 
have profited from the crash 
of the rupiah that has left 
'the rest of the economy in 
tatters. 

Net profits were Rp69.5Zbn 
up 213 per cent from 
Rp32£2bn in 1996. Net sales 
were 253 per cent higher at 
Rp449.6bn. 

While market rates for 
nickel, nickel alloys and gold 


dropped, higher volume, 
debt reduction and the 
depreciation of the rupiah 
benefited the company: 70 
per cent of its expenditure is 
in rupiah and 95 per cent of 
its revenue is in dollars. 

Dedi Aditya Sumanegara. 
director, said the’ govern- 
ment would reduce its stake 
from 65 per cent to 51 per 
cent, presumably this year, 
but had yet to set a date. 

Shares in the company's 
Initial public offering in 
November 1997 sold for 
Rpi.400 each, at a nominal of 
Rp500. but the company 
complained its share price 


had failed to reflect its suc- 
cess in lifting profits. 

Tambang Tim ah, the 
world’s largest tin mining 
company, last week reported 
a Rpi25.7bn first-quarter 
profit, up 375 per cent from 
Rp265bn in the first three 
months of 1996. 

A 5.8 pm- cart drop in vol- 
ume and 10.7 per cent 
decrease in world tin prices 
had little impact, as the 
rupiah hit a record low in 
January of Rpi6,000 to the 
dollar, compared with 
Rp2,400 a year earlier. It has 
recovered only gradually to 
about Rpg.000 now. 


Tambang Timah's 1997 net 
profits rose 13.54 per cent to 
Rpl77.8bn. The rupiah's col- 
lapse had its disadvantages, 
however, forcing the com- 
pany to pay $4m a month, or 
20 per cent of revenue, 
through the end of the year 
to meet a rescheduled for- 
ward dollar swap contract 
Citatah, a marble com- 
pany. yesterday also 
reported a boost in exports 
for the full year, both in vol- 
ume and in rupiah terms. 
Exports rose from Rpisbn to 
Rp33bn in 1997, and Peter 
Hogg, the company's spokes- 
man. said exports would 


nearly double this year from 
335.000 sq m to 620,000 sq m. 

However, this failed to 
compensate for a sharp drop 
in domestic sales in the sec- 
ond half of 1997, when Indon- 
esia lapsed into economic 
crisis. Operating profits 
declined 23 per cent to 
Rp28bn. 

Citatah made a ftp50.4bn 
foreign exchange loss 
because the rupiah devalua- 
tion almost quadrupled the 
value of Its debt to 
Rp2943bn. This left a full- 
year net loss of Rp30.Sbn. 
compared with net profit of 
Rp24-6bn in 1996. 


Forex losses put 
Indocement in red 


Indocement Tunggal 
Prakarsa, the cement arm of 
the diversified Saifan Group, 
said foreign exchange losses 
of Rpl,476bn ($186m) for 1997 
put it Rp378hn in the red, 
writes Sander Thoenes. 

Only an extraordinary 
gain of RpS33bn from dispos- 
als of discontinued 
operations prevented a 
worse result. Indocement 
recorded a net profit of 
Rp551bn in 1996. 

The company used an 
exchange rate of Rp5300 to 
the US dollar, lower than the 
rate commonly used in 1997 
results but higher than the 
current rate of Rp 8 , 110 . 
indicating much worse first- 
quarter results. None of 


the loss was capitalised. 

Net revenues rose &5 per 
cent to RpL572hn, but gross 
profit fell 3.9 per cent to 
Rp668bn because of high 
inflation and a sharp rise in 
doUar-denominated costs. 
Off-shore debt stood at 
$54fim, of which 43 per cent 
was hedged. Rupiah debt 
was Rp4,413bn. 

Wfth the domestic cement 
market in tatters, Sudwikat- 
mono. president director, 
said 1998 would be “diffi- 
cult”, but added that Indoce- 
ment hoped to export at 
least 2m tons of cement in 
1998 and said the company's 
cash cost of about $11 per 
ton was the lowest in the 
world. 


Crumbling: collapse of Indonesian cement market wffl make 1998 a 'rfifficuft* year 


Electricity chief fast running out of alternatives 

Corruption, losses and adverse political climate leave Pakistan’s Wapda with no easy choices, writes Fartian Bokhan 


I t’s not easy to unbundle a 
vertically integrated organ- 
isation,” says Shamsul 
Mulk. chairman of Wapda 
(Water and power develop- 
ment authority). Pakistan’s 
largest electricity company 
whose 10m clients and 
Rsl20bn ($2.7bn) in annual 
revenues make it the largest 
public sector utility. 

The first test of Mr Mulk's 
ability to restructure his 
financially troubled com- 
pany comes this summer. 
The World Bank is expected 
to consider a request for a 
new loan to help Wapda 
meet part of its $680m deficit 
in the next two years. Pakis- 
tan has also approached the 
Asian Development Bank 
to bridge part of Wapda’s 
deficit, giving it space to 
restructure. 

The worsening financial 
conditions surrounding 
Wapda have alarmed multi- 
lateral donor organisations 
and bilateral aid agencies. 


“There are substantial prob- 
lems for the economy if 
Wapda fails,” says a western 
economist in Islamabad. 

Senior government offi- 
cials concede privately that 
corruption has been the 
norm. Many of its employ- 
ees, backed by ruling circles, 
have considered themselves 
immune from prosecution 
and union leaders are known 
to have used their influence 
in giving contracts. 

One of Wapda’s worst 
financial problems, however, 
is that of getting influential 
subscribers to pay their elec- 
tricity Mils. 

-If the subscriber fa power- 
ful. he will neither pay the 
bill nor allow the company 
to disconnect his electric- 
ity," says one prominent 
businessman. Officials say 
that subscribers, including 
many government depart- 
ments. owe it more than 

RslQbn. 

Wapda’s financial fliture is 


central to P akistan 's indus- 
trial outlook. 

Ibe company owes about 
Rs24bn to Its suppliers. Local 
oil companies, which are 
owed Rsl6-Sbn in outstand- 
ing payments against oil 
deliveries to Wapda, have 
the largest exposure. 

A zam Saigol, managing 
director of the Saigol 
group,, which supplies 
products such as power 
transformers, says be has 
stopped mo6t dealings with 
the company. In the past 
year, Saigol’s sales to Wapda 
have dropped from Rsljbn 
to Rs2Q0m. 

“We have not supplied 
anything to Wapda for more 
than seven or eight months 
except products bought 
through international ten- 
ders and the payments are 
made either by the World 
Bank or the ADB,” he says. 

At Wapda's head office in 
Lahore, officials are busy 


preparing to turn the eight 
area distribution services 
into commercial companies 
in the first step towards pri- 
vatising the company. 

Wapda’s financ ial troubles 
have also intensified the 
debate surrounding the 
country's 19 private power 
generation companies. The 
government says that the 
tariff negotiated with those 
companies is exorbitant, and 
has threatened to begin 
investigations of corruption 
if there is evidence of kick- 
backs tor contracts. 

Sartaj Aziz, finance minis- 
ter, says that Wapda would 
pay half of its revenues or 
Rs60bn during its current 
financial year to private 
power producers. The figure, 
he says, would rise to 
Rs90bn, next year as more 
power producers come on 
line. 

Wapda also needs techni- 
cal reforms. Its line losses 
during transmission are esti- 


mated at more than 30 per 
cent because of theft and 
poor quality transmission 
lines that have not been 
changed for 30 years. 

Nawaz Sharif, prime min- 
ister. recently approved a 12 
per cent increase in power 
tariffs to compensate for 
part of Wapda's losses. 

But officials say that in 
spite of verbal commitments 
given to the World Bank and 
the IMF for a further tariff 
increase later this year, 
higher electricity prices 
could be politically contro- 
versial for the government 

Some analysts warn that 
efforts to bridge the gap 
between heavily subsidised 
tnriffe g iv en to home users 
in northern Pakistan, and 
the most expensive tariff for 
businesses and industry, 
could trigger unrest in some 
areas. Mr Sharif, however, 
appears to be fast running 
out of alternatives to painful 
reforms. 


Egyptian 
brewer 
in export 
drive 

By Mark ffabaod hi Cairo 


Egypt’s leading brewer is 
seeking to treble sales of 
non-alcoholic beer in Saudi 
Arabia as part of an export 
drive that will also see it 
expand In Africa in the next 
year. 

A1 Abram Beverages 
(ABC), which was privatised 
a year ago. Is believed to be 
planning to use its Egyptian 
production facilities to 
exploit the 33 per cent 
annual growth in the Saudi 
Arabian non-alcoholic beer 
market. The $ 100 zn Saudi 
market is the largest in the 
world, with consumption of 
500.000 hectolitres last year. 

The planned move into 
Saudi Arabia will coincide 
with increased production of 
non-alcoholic beer for 
domestic consumption. ABC 
last year sold 107.000 his in 
Egypt, but estimates this 
could grow to lm his wi thin 
three years. 

ABC has close ties with 
Carlsberg, the Danish 
brewer, whose Danbrew sub- 
sidiary has advised it on 
quality and production at its 
Cairo plant The company is 
now said to be planning a 
strategic alliance with 
another big European 
brewer to increase exports to 
sub-Saharan Africa and 
cpment its local dominance. 

ABC intends to increase 
production by 500.000 his 
when new bottling and can- 
ning facilities come on line 
within the next three years. 

The cash-rich company 
will announce details of its 
new ventures on May 14, 
when it celebrates its cente- 
nary. New alcoholic and 
non-alcoholic brands are 
expected to be launched, 
including a premium lager 
which is lighter than its cur- 
rent range of beers. 

ABC is also expected to 
announce measures soon to 
defend its dominant position 
against foreign brewers plan- 
ning to establish production 
plants in Egypt Lowenbrau. 
of Germany, is planning a 
facility at El Gouna on the 
Red Sea. a tourist resort 
being developed by the 
Egyptian group Orascom. 

The company has also 
been linked with plans to 
privatise Egypt’s state- 
owned Gianicles vineyard. 
The government has invited 
bids for the vineyard, which 
last year achieved net 
income of E£4J3m ($1.4m), a 
34.5 per cent increase on 
1996, largely from sales to 
tourists. 

A1 Abram has refused to 
comment on speculation that 
it intends to buy 100 per emit 
of the vineyard. 


NEWS DIGEST 


THAILAND 


Currency gains behind 
surge at Siam Cement 

Siam Cement Thailand’s largest Industrial conglomerate, said 
yesterday Its first-quarter consolidated net prow soared from 
Btl.SIbn a year earlier to Bt24_29bn (S630m). 

The company attributed much of the Increase to foreign 
exchange gains on its $4.2bn of foreign debt. The gains 
totalled Bt22.75bn in the first quarter as the baht strength- 
ened during the period to Bt39 against US dollar, from Bt47 
at the start of the term. 

Siam Cement reported a net loss of Bt52.55bn last year on 
foreign exchange losses of Bt56.3bn. It made back nearly 40 
per cent of that amount in the first quarter of this year. 

The huge net profits indicate the difficulties in analysing 
Thai companies as they report first-quarter profits. In the sec- 
ond half of 1997, Thai groups reported record losses because 
of the devaluation of the Thai baht Many of those losses will 
be made back, as the baht strengthened in the first quarter. 

Excluding foreign exchange gains. Siam Cement made 
Bti.54bn in the first quarter, Bt370m down on the same 
period last year, when exchange variations were insignificant. 
Ted Bardacke, Bangkok 

FUND MANAGEMENT 

Axa aim in Hong Kong buy 

Axa Investment Managers, the fond management arm of toe 
French financial services group, has agreed to buy a business 
In Hong Kong with assets of US$1 .3 bn. 

The deal for an undisclosed sum reunites the active fund 
management division of Barclays Global Investors, one of the 
world’s largest index-tracking fond managers, with Donald 
Brydon, who was appointed head of Axa Investment Manag- 
ers a year ago. Mr Brydon was previously deputy chief execu- 
tive of BZW and was credited with much of the growth of 
BGI’s business. 

Although a price was not disclosed. Axa, one of the world's 
largest fond managers with more than US$500bn of assets 
under management is understood to have paid less than 
US$30m. Recent fund management deals have been priced at 
about 2 per cent of assets under management which would 
have valued the business at about US$2 6m. 

John Demalne, managing director of BGI, said the deal, 
which remains subject to several conditions, was good for 
both sides. BGI had decided to focus on its core index- 
tracking and quantitative products. 

Mr Brydon said the deal was a good fit, as Axa's existing 
assets of US$2.3bn were mainly derived from insurance- 
based products. David Pinckney, chief operating officer (Far 
East) for Axa, said the long-term outlook for Asia offered a lot 
of potential. 

Jane Martinson, London and Louise Lucas, Hong Kong 


SHANGHAI PETROCHEMICALS 


Profits fall sharply 

Shanghai Petrochemical, one of China's largest petrochemical 
groups, yesterday reported a sharp decline fai profits, as 
Asia’s economic crisis depressed prices already at the bottom 
of a cyclical trough. 

The company, which is listed In Hong Kong, reported 1997 
turnover slightly lower at Ynl 1 ,8bn ($1.4bn), compared with 
Ynl 1.9bn in 1996. Net profits slid from Ynl.Obn to Yn726.4m. 

However, the results were well ahead of analysts’ forecasts, 
which had predicted earnings would tumble amid falling 
prices, weak demand and cheap imports from south-east Asia 
following the economic turmoil in the region. 

James Harding, Shanghai 


CORRECTION 


Rod Stewart 


The headline to the story entitled “Rod Stewart clinches bond 
deal with Nomura " (Monday April 27) was incorrect As the 
story made clear, the headline should have read “Rod Stewart 
clinches loan deal with Nomura". 
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COMPANIES & FINANCE: UK 


CAPS SURVEY OF PENSION FUND MANAGERS SHOWS A CONTINUATION OF POOR RECORD FOR THE FOUR BIGGEST 


Gartmore and PDFM underperform peers j Birmingham Midshiros 



By Jam Martinson 

The UK's four biggest 
pension fund managers have 
seriously underperformed 
their peer group in the first 
three months of the year 
after a disastrous 1997. 

Gartmore and PDFM. 
where fund performance has 
been poor for five years, 
came respectively bottom 
and fourth from bottom of 
the pooled fond league table 
compiled by Caps, the per- 
formance measurement com- 


pany, in file three months to 
March 31. 

Pooled funds, where 
money is managed on behalf 
of several different pension 
hinds, act as shop windows 
for fund managers and have 
caused particular embarrass- 
ment to the largest providers 
which dominate the UK pen- 
sion fund market 

Schroders and Mercury, 
the two other largest groups, 
suffered a continuation of 
their 1997 poor performance, 
coming 60th and 56th respec- 


tively in the Quarter out of 
66 funds ranked. 

Pension fund consultants 
said the soon-to-be published 
figures could come as the 
last straw for some clients, 
particularly those with 
March year-ends. 

The figures from Caps also 
show levels of liquidity have ■ 
continued to be at histori- 
cally high figures as the 
UK's fund managers have 
taken a bearish view cm the 
world's equity markets. 

PDFM. the UK's second 


largest pension fund man- 
ager, had almost 16 per cent 
of its £L2bn (S2brj) fund in 
cash in the quarter to the 
end of March, more than 
twice the weighted average 
for the sector of almost 7 per 
cent, according to the pre- 
liminary fmrting g' Gartmore 
and . Schroders, another of 
the big four, both had about 
10 pm* cent in cash. 

PDFM ranked 54th out of 
57 hinds for the five years to 
March 3L In the last quarter 
Its pooled fond returned 9.1 


per cent compared with an 
average of VL3 per cent ' 
Gartmore's £lbn pooled 
fund returned just. &6. per 
cent in the quarter, putting 
it in 66th place. It ranked 
last in the year to March 31 
when its fund returned ;l7-3 
per cent, compared with a 
median' return of 25.5 per 
cent in the 1 period. 

Few pension fund trustees 
act on the’ basis of a- poor 
quarter but for both Gart- 
more. which is owned by 
National Westminster bank. 


and PDFM, the UK’s second- 
largest pension- fond man- 
ager which is part ;o£ the' 
newly merged UBS, perforr 
mance has been , poor-oyer 
the all-important five-year 
period. 

Gartmore has .already .suf- 
fered serious client defec- 
tions in the past year, and it 
has also reorganised several 
of its funds. It said that steps . 
had been taken to address 
the underperEazznanoe of the 
pooled fond since the- turn of 
the year. 



Travel arm continues to hit Reed 




Brendan Carr 


By Cathy Newman 

Reed Elsevier, the 
Anglo-Dutch publisher, yes- 
terday repeated warnings 
that its profits would be hit 
by the strong pound and by 
increased Investment in new 
products and services. 

The company issued . a 
downbeat statement at its 
annual meeting, saying 
“short-term factors" would 
‘impact adversely the finan- 
cial performance in 1998”. 

Nigel Stapleton, co-chair- 
man of Reed, told sharehold- 
ers that profits for the first 
half of 1998 would be 
affected by problems at the 
Travel Group subsidiary, as 
well as by the strength of 
sterling and cost of invest- 


ment in electronic publish- 
ing. 

The disposal of IPC Maga- 
zines - which Reed sold to 
Cloven, the venture capital 
company for £8G0m - would 
also dilute profits, Mr Staple- 
ton said. The shares slipped 
igp toMBp. 

Reed, which is jointly 
owned by Reed International 
of the UK and Elsevier of the 
Netherlands, announced last 
September that circulation 
figures of the Travel fooup’s 
hotel and airline directories 
were overstated' between 
1991 and" 1996. Half- the 
advertisers had accepted 
compensation. The 1997 
results included a £480m 
charge relating to the Travel 
Group, with about half for 


compensating advertisers. 

Analysts said the market 
had been unnerved by the 
gloomy statement on first 
half profits, but said .Reed’s 
reassurance that it would 
not exceed the £480m charge 
for the Travel Group was 
encouraging. 

The shares dipped partly 
because BT Alex. Brown 
International, formerly Nat- 
West Securities, downgraded 
its recommendation from 
buy to bold. 

Louise Barton, media ana- 
lyst at Henderson Cros- 
thwalte, said: “This is 
another bit of gloom. But I'm 
surprised the market has 
reacted to it/ 1 

Market makers did not 
respond well to .Reed’s. 


$i.65bn acquisition earlier 
this week of two . businesses 
owned by Times' Mirror. 
Analysts said the company, 
which abandoned a £20bn 
merger with the Dutch pub- 
lisher ' Wolters Kluwer this 
year, had overpaid. Reed 
said yesterday: “The boards 
Of Reed International and 
Elsevier believed that the 
revisions to . the- merger 
terms, agreed In principle 
last October, which Wolters 
Khnrer was seeking, meant 
that the merger could no 
longer be seen to be in the 
best taterests-of sharehold- 
ers. "Reed said the Times 
Mirror deal demonstrated 
that its “strategic direction" 
was unaffected by the break- 
down of the merger. 


T^ . impasse surrounding Birmingham Midshires shuws no 
sign of earIy : resolution. Royal Bank ^ Scotian^ 

tut 

urns preventing rnim proowiuuB «*«* ***»■*" ’ - .. 

RBS -csn hardly be blamed for playing naroKui; n I[ «j 
impasse continues, Halifax may tire of the infraction an 
withdraw. AltemativelF.MidSlftres will up its offer to aban- 
don t{^ agreement • 

"On the “bird ta tbe hand principle", bank prices may even 
fen enough' to make Midshlres feel it should recommend the 
RBS bid to'ite inambers.- And, -contrary - , to popular belief, 
Hniiir shares have underperformed the market since RBa 
made its initial offer, with mortgage banks, like Halifax and 
Woolwich ? nu on g the worst performers- For other deraatu* 
afisers, the biiter. lesson is not to embark on the process 
without, Rest checking fife exit routes.' 


In the tantalising world in which old membership cards or 
passbooks might harbour a windfall, the latest, bunch of 
grapeyfo be lowered is the RAC motoring business. Its sale 
has yet to be formally endorsed by the 11.500 members of the 
London club that owns ft. But with half a down serious 
bidders, .the price will reflect potential rather than the 
barely profitable, past 

The RAC haft sales of more than £300m, including the 
British School erf Motoring which it bought for £54m- Com- 
bined after-tax profits' would be about £i2m. Putting that on 
a market rating; plus £50m-£100m of cash reserves, gives a 
Irase value of about £30Qm. This is likely to be cranked up by 
ooinpeting bids and by the scope for margin improvement 
Green Flag, the motor rescue service owned by one of the 
potential bidders, Cendant of the US, has profit margins 
double those of RAC. It, or any other bidder in telephone- 
based consumer services, could also expect synergies. This 
could easily justify a price of £450iijl 

While such a sum might deliver £40,000 apiece to the Pall 
MaH lunchers, it would be politic to keep the RAC's near 6m 
-motorist members on-side with a sweetener. Meanwhile, 
after Cehdant’s wwim purebase of UK-based National Park- 
ing Corporation (Green Flag came with that), RAC would at 
least represent a deal- with dear industrial logic in its 
-buying spree: 


Head of More opts for silence I Halifax impatient over Midshires 


By Andrew EdgecUfte-Jotinsan 

Roger Parry, chief executive 
of More Group, has decided 
to take the heat out of the 
company’s dispute with 
Decaux by keeping quiet 
until the Office of Fair Trad- 
ing decides whether the 
French group can pursue its 
planned £475m ($793m) take- 
over. 

The two companies, which 
have been arch-enemies in 
competing for bus shelter 
and billboard contracts Tor 
many years, have traded 
legal threats and disparaging 
remarks since Decaux count- 
ered an earlier agreed take- 
over by Clear Channel Com- 


munications of the US. 

Yesterday, Mr Parry said: 
“We want to be completely 
silent until the OFT’s deci- 
sion is made. It has been a 
nonsense, endlessly respond- 
ing to publicity stunts.” 

Jean-Francols Decaux, 
chairman and chief execu- 
tive of Decaux, said: “We 
welcome it. but unfortu- 
nately it’s a bit late because 
a lot of damage has been 
done." 

Mr Decaux also denied 
speculation that Decaux was 
pl anning to end the 5 per 
cent commission paid to out- 
door specialists. 

Despite previously accus- 
ing his rival of being “two 


baguettes short of a picnic", 
Mr Parry has maintained 
that he is treating Decaux 
and Clear Channel equally 
when it comes to the bid. 

Decaux fulfilled its threat 
to sue More Group yester- 
day, serving writs on two of 
More’s French subsidiaries. 

Mr Decaux, who has also 
threatened to withdraw his 
offer of a job to Mr Parry, 
said he had still not seen the 
alleged document at the cen- 
tre of the latest legal dis- 
pute, but had witness state- 
ments supporting Decaux's 
claims. 

It also emerged yesterday 
that Clear Channel's ambi- 
tions in bidding for More 


Group extend beyond out- 
door advertising and into 
radio. The Texan group 
already owns or operates 184 
radio stations in the US, and 
18 television channels. 

Although foreign owner- 
ship restrictions in the UK 
limit Clear Channel's poten- 
tial radio interests here, the 
company has told More 
Group that it is hoping to 
expand its radio activities 
into continental Europe. 

Mr Parry, a director of 
Jazz FM and former joint- 
owner of the LBC radio sta- 
tion, is expected to spear- 
head any such move, should 
Clear Channel win the bid 
battle. 


By (Kristopher Bmra-Horaes 

Halifax, the building society 
turned bank, yesterday 
reacted with impatience 
after it emerged that Bir- 
■mingfmm MidfihiTES BllUding 
Society has yet to clear the 
obstructions to their planned 
£780m ($l-3br0 combination. 

Midshires is understood to 
have offered Royal Bank of 
Scotland £Bm to abandon 
their £63Gm takeover agree- 
ment. If the RBS accepts, it 
would dear the way for Mid- 
shires to consider a higher 
offer from Halifax 

Dick Spelman, Halifax 
director of distribution, said: 
“No progress is being made." 


Halifax, he said, found the 
lack of progress “very unsa- 
tisfactory". 

• Although it did not reveal 
the amount to members at 
its annual meeting in Bir- 
mingham yesterday. Mid- 
shires did confirm an offer 
was made to Royal Bank on 
April 7, but said it had not 
received a reply. 

Mike Jackson, Midshlres* 
chief executive said if the 
board was released by the 
Scottish bank it would con- 
sider offers from any inter- 
ested third parties, not just 
Halifax - with flotation on 
the stock market bang a sec- 
ond but less' desirable 
option: ‘ ’ '■ '■! 


" Midshlres. - agreed to be 
taken over by Royal Bank 
last August. But last month 
directors said they could ho 
longer recommend the agree- 
ment because the value of 
-financial institutions had 
since risen strongly.. Mid- 
shires is barred from dis- 
cussing- Halifax's £780m offer 
without Royal Bank's per- 
mission under "exclusivity'’ 
terms Tasting until Decem- 
ber. ’• ■ . 

JohnLedghfleld, Mi distorts 1 
chairman, told the meeting 
that the board had asked the 
Royal Bank three times to be 
released from its exclusivity 
contract, and was disap- 
pointed there had been no 


reply. However; members 
attacked the board over the 
uncertainty ' and delay. 
"Have you thought about 
resigning?" one member 
asked Mr Letghfield. He 
replied that the RBS deal 
had foundered for reasons 
outside his control. 

Another member said that 
in the light of the recent 
stock market fall Midshires 
should stick with the Royal 
Bank. ' 

The meeting was marked 
by a lack of any strong 
expressions of support for 
Halifax. More members 
expressed concern that the 
society was planning to 
abandon mutuality. 


Financial Times Seminar 

Mastering Global Business: 
continuing the ‘global’ journey 

Thursday May 28, 1998 

at the Financial Times, 1 Southwark Bridge, London 

This seminar follows on from the highly successful Mastering Global 
Business series. Supported by Price Waterhouse and American 
Express it will debate the critical issues faced by companies 
operating in a complex global market. 

Hear the views of leading academics from Europe and the US 
and share the experiences of practitioners from business. 

Topics include: 

□ Building global competitiveness 
□ Navigating the tides of global finance 

□ Outpacing the competition through service 

□ Selecting the right sort of strategic alliance 

Confirmed speakers: 

Professor Jacques Horovitz, IMD International, Lausanne 
(and Managing Director of Grandvision) 

Professor Vijay Govindarajan, Amos Tuck, Dartmouth 
Professor Rory Knight, Templeton College, Oxford 
Professor Pierre Dussauge, HEC School of Management, Paris 
Colin Price, Partner, Price Waterhouse 
Duncan Lewis, Executive Vice President, Equant N.V. 

The delegate fee of £350 + UK VAT includes lunch and 
refreshments, documents and speakers’ papers. 

To register or for further ioformatioo: 

telephone: +44 171 873 4816, fax: +44 171 873 3595 
or email : sarah.jezzard@ft.com 

in association with: 


JF JAPAN OTC FUND INC. 

(Incorporated in the Cayman Islands) 

International Depositary Receipts (IDRs). 
issued by 

Morgan Guaranty Trust Company of New York . 
evidencing 100 participating shares at USD1 each 

NOTICE OF ANNUAL GENERAL MEETING 

.Notice a hereby given that an Annual General Meeting (“Ac Meeting") of 

The Company will take place on'WcdDcalay. 27th May 1998 at 4:00 p.m. 

in Room 7,46th Floor. Jonfine House. 1 Connaught Place. Central, Hong 

Kong. 

The Meeting will be hekl for (lie purpose of considering, amt if thought 
fit. passing resolutions receiving the accounts for the yew ended 
31st Ckoember 1997. re-appointing tbe Auditas. re-decting and 
remunerating tbe Directors of the Conqieny. fixing the attendance fee of 
members of the Audit Committee of tbe Board of Direction for their 

rf F ftiiHrt OwnmiHi. meeting!, ftf mandate 

allowing the Company (o allot and issue securities and repurchase its own 
shares. In addition to tbe above, a special resolution will also be considered, 
and if rixxiglu fit, passed so amend the Articles of Association so thaithc 
Ixaiuwin g limit of die Company not exceo JiD g 3U per cent of the net asset 
value or tbe aggregate amount of 25 per can of the ocl asset value phw 
JPY 600 milban. whichever is (he higher, shall be calculated with reference 
to the net asset value at the time incurring the borrowing. 

Voting arrangements dor (DR holders 

IDR Holden who wish to vote most observe Che following procedures: 
IDRs bolder must deliver die IDRs to the Depositary at tbe latest on 
20 th May 1998 at the address given below (attn. Securities Dept 
telephone 322-508 86 43; telex 21752 MORBK B). instruct the 
Deposit ar y as to the manner in which votes should be can and indicate 
to whom the IDRs should be returned after the Meeting. 

IDR holders who wish to vote are also requested to transfer to Morgan 
Guaranty Trust Company of New York. New York, for account 6TQJ31.422 
of Morgan Guaranty Trust Company of New York. Brussels. ■ fee of 
USD I per IDR in respect of which u vote is cast. 

Copies of the Annua) Report far the year ended 3 1st December 1997 are 
available hum die Depositary at the address indicated below. 

Depositary: Morgan Guaranty Trust Company of New York 
35. Avenue des Arts. B- 1040 Brussel* 
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LG Electronics Inc. 

U.S. $30,000,000 
Floating Rate Notes Due 2000 

Unconditionally and irrevocably guaranteed by 

LUCKY,- LTD. • 

♦ ..._ •. 

Interest Rote: 6W pun. 

Interest Period: 

30di April, 1998 to 30th October, .1998 

♦ 

Interest Amount per US. S 10,000 
Note due 30th October, 1998 . 

US- $311.25 

♦ 

Inreresr Amount per US. $100,000 
Note due 30th October, J99S 
US. $3.1 1 3.54 ' 
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EURO MEDIUM TERM NOTE PROGRAMME 
OF S OCEETE GENERA LE 
SGA S OCIETE GENERALE ACCEPTANCE N v 
AND SOCIETE GENERALE AUSTRALIA LIMITED 
SERIES 309/96-4, TRI 
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COMPAN IES & FINANCE: UK 

fall-o ut o f the SALE O F vicke rs 1 luxury carmaker for the various participants 

BMW’ s record with Rover augurs well for Rolls- 

HatarllHlaStry Correspondent SEVEN KEY DATES BMW's Rotor ton 


By KafeShooeiaii, 

Motor industry Correspondent 

Vickers* small shareholders 
may object to its decision to 
sell Rolls-Royce Motor Cars 
to BMW. but the German 
company's record in the UK 
suggests it should be an emi- 
nently suitable owner for the 
marque. 

Since buying Rover from 
British Aerospace in 1994. 
BMW has invested about 
£SOOm a year to raise quality 
and productivity there in a 
process that will eventually 
cost about £3bn. Most of the 
money has gone to replace 
Rover’s ageing model range. 

Bernd Pischetsrieder, 
BMW’s chairman, has simi- 
lar intentions for 
Rolls-Royce. He has 
suggested BMW could spend 
about £Ibn on new products 
and capacity at Rolls-Royce. 
That could triple output to 
€.000 cars a year and double 
employment to 4,000 soon 
after 2000. 

About half the money 
would go on r efining “proj- 
ect Bali*', the replacement 
for Rolls-Royce's two-door 
range of cars. Development 
of the new models, doe in 
mid-2000, is well advanced, 
but the project could still 
could be influenced signift- 


1806 - Rofie-Royce founded by Charles Rofis and Henry Royca. 

Produces the Silver Ghost- 

1914 - Company designs its first aircraft engine. 

1931 - Rolls- Royoe acquires Bentley Motor Company 

1936- Produces the Merlin engine used in the Vicfcere Spitfire 

aircraft In the second world war. 

1973 - RoNs-Royce Motor Cars floated as separate business. 

1980 - Vickers buys Rolfs-Royca Motor Cars for £38m but the 
trainees sinks Into kisses by tee early 1990s. 

1998 - Vickers agrees to sell Rolls-Royce Motor Cam to BMW for 
2340m after restoring profitability and launching tee first new model 
in 17 years, the Silver Seraph. 


BMW’s Rover tog 
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cantly by a new owner. 

The remaining £S00m 
would be devoted to reviving 
plans for a new “medium- 
sized" Bentley. The “MSB" 
project has already taken 
shape briefly in the form of 
the Java, a concept car 
revealed to great acclaim at 
the 1994 Geneva motor show. 

However, the project, 
based on the engineering 
structure of a BMW 5 Series 
saloon, never progressed. 

Vickers was reluctant to 
commit resources to a 
vehicle facing uncertain 
demand. Sir Colin Chandler, 
Vickers' chairman, says the 


market for cars costing 
about £100,000 - the Java’s 
estimated price - repre- 
sented uncharted waters for 
Rolls-Royce. 

That price would have 
brought it into ninw compe- 
tition with Mercedes-Benz's 
SL sports cars: the possible 
reaction of the giant German 
carmaker was one reason far 
Vickers’ caution. 

BMW and Vickers also dif- 
fered cm what the new car 
should represent While the 
UK group wanted a more 
modestly priced incarnation 
of Bentley’s traditional Brit- 
ish sporty image, BMW’s pri- 
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rarity seemed to be a Ferrari- 
basher. 

Should the MSB go ahead, 
the project is likely to spawn 
more than one car. Among 
the possibilities are a coupe, 
based on the Java, and a 
saloon. 

That would give BMW a 
virtually seamless product 
range, from Rover's small, 
front-wheel drive cars, 
through its own 3, 5 and 7 
Series vehicles, to the MSB. 
The range would then 
extend into the new 
Rolls-Royce Silver Seraph 
aM Bentlg y Amage saloons , 
unveiled in recent weeks. 
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and culminate In the “proj- 
ect Bali" models. Based on 
current models, that would 
produce a range of prices 
from £9,700 for Rover’s 
cheapest 200 Series car to 
£233J)QQ for the Bentley Con- 
tinental T. 

Observers who doubt the 
seriousness of BMW’s inten- 
tions need only look to the 
product renewal programme 
at Rover as evidence of its 

r-nmniTtmpnlL 

Hie first taste came late 
last year with the Freelan- 
der, the new sports utility 
vehicle from Rover's Land 
Rover subsidiary. Demand 


has exceeded expectations 
after plaudits from the 
motoring press. Rover hopes 
Freelancer sales will lift 
Land Rover output to almost 
200.000 units a year from 
130j00Q last year. 

The next step in Land 
Rove's product-led recovery 
win come with the replace- 
ment for the Discovery, the 
company’s best selling 
vehicle, later this year. 

The original Discovery 
was an unexpected hit, nota- 
bly in the US. However, bud- 
get constraints in developing 
the original mode] led to 
some serious design flaws. 
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which have blighted quality 
and reliability. BMW is con- 
fident the new Discovery 
will build on the merits of its 
predecessor while removing 
its blemishes. 

But the real demonstration 
of whether Rover has bene- 
fited from BMW’s cash and 
engineering expertise will 
come at the Birmingham 
motor show in October. 

That is when the company 
will unveil its new upper- 
medium saloon, code-named 
R40. The new car, to be built 
at Rover’s restructured Cow- 
ley plant in Oxford, will 
replace the slow-selling 600 


Royce 


and 800 models. The com- 
pany says sales could reach 

120.000 a year, double that 
for the 600 and 800 com- 
bined. 

Rover's targets may seem 
ambitious, but the evidence 
from Jaguar, another famous 
brand now in foreign hands, 
suggests they may not be 

fanciful. 

Since spending £l5hn on 
the company. Ford has 
invested about as much 
again to revitalise it As with 
BMW at Rover, the cash has 
gone on modem production 
facilities and new models. 
While Jaguar’s latest XJ8 
saloon retains the exterior of 
the pre-Ford version, quality 
and reliability are vastly 
superior. The newer XK8 
sports car has been widely 
praised and is selling 
strongly. 

The two models have lifted 
Jaguar’s output to about 

60.000 cars a year. But the 
real expansion is still to 
come. -Next year's new S 
Type medium sized saloon 
should lift output well 
beyond 100,000 units a year. 
Although tile numbers may 
be smaller, Rolls-Royce 
enthusiasts will be hoping 
BMW can perform a similar 
feat for the ultimate luxury 
marque. 


Agreement 
leaves VW down 
but not quite out 


Is it the start of a new chapter or the end of the story? 


Roger Taylor says Vickers must now weld its diverse businesses 
into a coherent whole or face being forced to dismember itself 


sous-fccrrct «OTT* CAW 
K 

ICNTUT srrtoc cats 


By fraham Bowtey in Frankfort 

At first glance, Volkswagen 
seems to have lost out a sec- 
ond time in the battle for 
Rolls-Royce Motor Cars. 

A month ago VW did not 
appear to take the rival offer 
from BMW seriously enough. 
Vickers, Rolls-Royce's par- 
alt, repeatedly asked VW if 
it wanted to raise its bid, but 
VW demurred. 

Events appeared to move 
too quickly for VW again 
yesterday. Vickers 
announced an agreement 
with BMW at the end of four 
weeks of exclusive negotia- 
tions, again stealing VWs 
thunder before it had a 
chance to put its revised 
offer on the table. 

But VW remains unlazed. 
Now that the exclusive talks 
are over, Ferdinand PiCch, 
its chief executive, plans to 
open talks with Vickers and 
put forward VWs new offer. 
This is being kept secret, but 
officials say Mr Pigcb has 
the authority to offer what- 
ever it takes to wrest control 
of Rolls-Royce away from 
BMW. 

This is likely to include a 
bid that could top £4QQm. 
and investment which could 
raise output of Rolls-Royce 
and Bentley models to about 
10,000 cars a year. VWs hope 
is that it can sway Vickers’ 
shareholders, who are due to 
meet in early June to decide 
on the BMW contract But 
senior VW officials believe 
they will opt for the bidder 
that is offering the most 


money. VW must have 
drawn some comfort yester- 
day from Sir Colin's com- 
ment that Vickers would 
examine VW’s bid in the 
light of shareholder value. 

Yet VW’s difficulty is that 
Vickers’ shareholders are 
freed with the alternative of 
a certain contract from 
BMW or a promise of an 
increased bid from Wolfs- 
burg. VW is considering 
some form of legally binding 
agreement to pay a premium 
over BMW’s bid. 

VW, best known for its 
smaller economy cars, will 
also have to explain more 
clearly why it wants to 
acquire Rolls-Royce. So far 
the company has said it 
needs the Rolls-Royce and 
Bentley marques to position 
itself credibly in the luxury 
car market This would give 
it a full range of brands, 
ranging from Skoda and 
Seat, through VW and Audi 
to Rolls at the top end. If it 
is to be successful, it will 
also have to explain how it 
would protect RoEs-Royce's 
independence. 

It has already recognised 
Rolls-Royce could not be 
brought under the wing of 
Audi, as originally mooted, 
because of nationalist senti- 
ment in Britain. VW has 
indicated it wants to retain a 
British management team at 
Rolls-Royce. Whether this 
would be any improvement 
on the arrangement BMW is 
proposing, however, will be 
for Vickers shareh ol ders to 
decide. 


V ickers has presented the 
sale of Rolls-Royce 
Motor Cars as the start 
of a new chapter. But some 
analysts suggest it could be 
the beginning of the end for 
one of the great names in 
British Industry. 

The Rolls-Royce disposal 
completes a period of 
restructuring and refocusing 
under the chairmanship of 
Sir Colin Chandler, chair- 
man and chief executive. 
Last year, the company sold 
its medical equipment arm. 
The sale of Rolls-Royce is a 
further step towards creat- 
ing a more focused engineer- 
ing 1 and defence gmnp anil 
halting the decline in Vick- 
ers’ share price. 

But analysts continue to 
question the logic of a com- 
pany whose Tnafn businesses 
will be armoured vehicles, 
water jets, turbine compo- 
nents and high-pe rform ance 
car engines. 

Sir Colin says he 1ms con- 
sidered and rejected the 
option of breaking up the 
group and selling the parts. 
He plans to use the pro- 


ceeds of the Rolls-Royce sale, 
to develop the other 
operations, in particular 
armoured vehicles and 

Tnarj np propulsion 

The appointment this 
week as chief executive of 
Paul Buysse, a former BTR 
director, is designed to fur- 
ther thi«i p lan Vickers said 
he had bear chosen, in part, 
because of bis proven skills 
at acquiring good busi- 
nesses. 

Vickers is selling 
Rolls-Royce for £340 dl It is 
also due to receive an addi- 
tional payment to cover 
build-up in stock since the 
start of the year, which ana- 
lysts said could add a fur- 
ther £30m to the price. From 
this must be deducted the 
psm cost ol th» sale, includ- 
ing tax. . . 

Vickers plans to return 
£19703 to shareholders - £9m 
to buy in preference shares 
and a further £l£8m on a 55p 
per share return of capital. 
The company says this 
should leave about £87m net 

Qn the de fonrp <ridp Vick- 


ers has already held talks 
with GEN, the engineering 
group, about acquiring its 
armoured vehicle division. 

However, Vickers' position 
in the industry has been 
weakened after the consor- 
tium it belonged to lost out 
on the contract to build the 
“battlefield taxi" - an 
armoured personnel carrier 
- to a rival consortium 
including GKN and the Ger- 
man tank builder Krauss- 
MaffeL 

The job at Cosworth 
engines is restoring the 
struggling operation to prof- 
itability rather than develop- 
ment But the Marine Pro- 
pulsion business is in a 
s t ron ger position and could 
be expanded into the US or 
Aria. 

The job for Mr Buysse is to 
take these diverse pigm ent s 
and create a cohermit and 
growing business. 

If he fails, and if the share 
price does not pick up, he 
could find himself under 
pressure to continue the 
slow dismemberment of 
Vickers. 


Welcome to Crewe. 

The home of Rolls-Royce and Bentley. 



New hands on the wheefc a BMW at the Rofis-Royce plant 


How the shareholders reacted to news of the deal 


"I fed devastated that I shall 
not be a part erf Rolls-Royce’s 
future. I bought shares when 
Rolls-Royce was an 
independent company and 
we were encouraged to 
invest to keep it going." 

"Sentiment is important, not 
Just money . I want to be 
proud of the company lowest 
in. If sentiment was not 


important I would, swap nty 
60year-oid wife for two 
30-year-olds.” 

"Even if it costs us money 
we would like to keep 
Rolls-Royce." 

"It is an insult to the British 
automotive engineering and 
design industry [to say there 
is no credible British bid far 


RoUs-Roycel It is a tragedy 
for UKpk-’ 

“The company should sell an 
its other businesses and 
change its name to 
Rolls-Royce. Quite frankly 
I am disgusted- 1 would like 
to see the board 
resign." 

"I hope no bonuses will be 


paid to management on the 
capital gains made from the 
sale of one of our national 
assets.” 

"I speak on behalf of my 
mother who cannot be here 
today - we were talking this 
morning about the Vickers 
Supermarine Spitfire and 
reflecting on what a sorry 
state we have come to. 


A lot of us feel 
uncomfortable that the 
auction of Rolls-Royce was a 
fence and that the company’s 
hands were tied by the deal 
with BMW [to supply 
engines for the Rolls-Royce 
Silver Seraph J," 

"This is dreadfid. Rolls-Royce 
is part of our heritage This 
deal is beyond the pale. There 


is a lot more to this than has 
been said Assets like 
Rolls-Royce should not be 
sellable . " 

“You are returning far too 
much money to us. I would 
suggest you do not return 
any." 


Roger Taylor 


Foreign power seduces generators ] BAe accused of ‘whitewash’ 


By AnAwfl Taylor. 

Utilities Correspondent 

British electricity generators 
yesterday announced over- 
seas purchases worth up 
E25Qm in Norway and Malay- 
sia in the latest of a 
series of international power 
purchases by UK companies. 

Eastern Electricity is to 
pay £i35m-£X75m for an 89 
per cent share of 210MW of 
power output from two Nor- 
wegian hydro-electric plants. 

In a separate move 
National Power is investing 
SUSm (£75m) for a 15 per 
cent stake in Malakoff, an 
independent Malaysian 

power company. 

National Power has 
invested £L2bn in overseas 


RESULTS 


assets since it was privatised 
in 1990 and expects to double 
amount over the next 
two years. It has interests in 
10.000 MW of overseas capac- 
ity, compared with 17.000 
MW in the UK- 
The company estimated 
that international operating 
profits in the 12 months to 
the wd of March had risen 
from £74m to about £i30m. It 
expected the rise to continue 
at a animal rate of between 
15 and 20 per cent. 

The company has power 
interests in Zimbabwe, Aus- 
tralia, China. Pakistan, USA, 
Turkey, Portugal and the 
Czech Republic. 

Malakoff. Its first Malay- 
sian investment, has inter- 
ests in about 1.800MW of 


domestic power plant. 
National Power is to become 
Malak off’s exclusive foreign 
partner in future Malaysian 
energy Investments. The 
companies plan to cooperate 
on projects elsewhere in the 
Asia/Pacific region. 

Eastern Electricity said 
that purchases of Norwegian 
power, to be spread over 20 
years, would support its 
trading operations on the 
NordpooL the Scandinavian, 
electricity wholesale market 

J ohn Devaney, chairman 
of Eastern, part of the 
Energy Group, said that the 
company’s international 
expansion was concentrating 
on the European market An 
EU directive requires mem- 
ber countries to open their 


electricity markets to compe- 
tition from next February. 

Eastern also has a control- 
ling interest in Teplarny, 
Brno, a Czech district heat- 
ing company, and a minority 
stake in SME a Czech elec- 
tricity distribution company. 
It is also part of a joint ven- 
ture in Poland. 

The two Norwegian hydro 
plants, at Svartisen and Kob- 
belv within the Arctic circle, 
will continue to be owned by 
Statkraft the Norwegian 
state generator. Lunds 
Energi of Sweden will also 
take power from the plants. 

Energy Group is the sub- 
ject of competing bids, each 
worth more than £4bn. from 
T exas Utilities and Padfi- 
Corp of the US. 
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By Andrew EdgecBffe-Jotmson 

The annual meeting of 
British Aerospace was dis- 
rupted yesterday by noisy 
protests about arms sales, 
and by a claim that the com- 
pany had wasted money on a 
£45m composite wing project 
undertaken for its BAe Air- 
bus subsidiary. 

Roger Redman, a former 
project leader at the BAe 
Airbus Filton plant, near 
Bristol, said he had raised 
concerns with the board that 
research work had been 
duplicated needlessly, and 
accused board members of a 
“whitewash”. 

John Weston, managing 
director, said be had exam- 
ined a file on the carbon-fi- 
bre wing project compiled by 
Mr Redman, who left the 
company late last year after 


33 years. "There were essen- 
tially some differences of 
opinion within the team 
working on that project," Mr 
Weston, said: “We do occa- 
sionally get the odd person- 
ality clash. We like creative 
tension.'' 

Terry Morgan, director of 
personnel, wrote in a letter 
to Mr Redman last month 
that the difficulties experi- 
enced in the programme, 
“such, as agreeing the tech- 
nology road map, the utilisa- 
tion of scarce engineering 
resource and dealing with 
technology transfers 
between Military Aircraft 
and Airbus," were "merely 
reflective of such a complex 
project" 

After the meeting, BAe 
said it had investigated the 
matter and concluded that 
nothing untoward had 


occurred, but added that Mr 
Weston would review the 
allegations ag ain. 

The blue-rinse and twin- 
set crowd which dominates 
most annual meetings was 
absent at BAe’s annual 
shareholder gathering in 
London yesterday, replaced 
by demonstrators sporting 
dreadlocks and nose-studs. 

BAe owns Royal Ord- 
nance, the weapons maker, 
and designs and assembles 
combat aeroplanes intending 
the Tornado, Harrier and 
Eurafighter. It has long been 
a target of those opposed to 
weapons exports. 

Outside the meeting, dem- 
onstrators objecting to BAe’s 
weapons exports lay on the 
ground in pools of fake 
blood. More than 50 of those 
who attended the meeting, 
ranging from students to 


elderly women, were ejected 
by security guards. 

Within a minute of the 
start of proceedings. Bob 
Bauman, BAe's outgoing 
chairman, had been drowned 
out by chants of “stop arm- 
ing repressive regimes", and 
business could not start for 
half an hour. 

Sitting behind a prot e c t ive 
screen, the directors were 
barracked throughout. Mr 
Bauman again refuted alle- 
gations that Hawk aircraft, 
which is sold to the Indone- 
sian government, had been 
used to repress the popula- 
tion of Bast Timor. 

Sir Richard Evans, chief 
executive and chairman-des- 
ignate, was asked why the 
company had established no 
ethics committee. He said 
such issues were matters for 
the government 
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US-owned banks lead UK research 
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| By Jonathan Ford 

SBC Warburg Dillon Read 
and Merrill Lynch have over- 
taken NatWest Se curiti es - 
now renamed BT 
AlexJirown International - 
to head the rankings for 

investment banks' UK equity 
research, according to the 

latest Renters survey of 

larger UK companies. 

The survey of fond manag- 
ers and company finance 
directors revealed the grow- 
ing dominance of US-owned 
investment hanks in London 
- the result both of acquisi- 
tions mvI of Organic g rowt h- 


In a survey conducted by 
Tempest Consultants, US- 
owned banks received 
almost half the votes cast far 
brokers’ research by finance 
directors, up from less than 
a quarter last year. 

Among fund management 
companies. US-owned groups 
increased their share of the 
vote from 1LQ2 per cent to 
26.17 per cent. 

US financial institutions 
were the most active buyers 
in the UK last year when a 
number of leading banks 
changed hands. BT Alex. 
Brown acquired NatWest 
Securities, and Credit Suisse 


First Boston bought BZWs 
European equity operations 
from Barclays. 

In hind maria gemen t . half 
the increase recorded by US 
groups resulted from Merrill 
Lynch’s E3bn acquisition of 
Mercury Asset Management 

However, it also reflected 
a strong improvement at 
Fidelity Investments, which 
pushed up its share of the 
vote from 6.13 per cent to 
9.56 per cent and moved up 
from fourth to first place. 

In the rankings for UK 
equity research. SBC War- 
burg came first after increas- 
ing its vote to 15-89 per cent 


from 12.75 last year. Merrill, 
which came second, 
increased its share from 
10.56 per cent to 14.89 per 
cent. 

Last year’s winner, Nat- 
West, saw its share of the 
vote slip from 1&33 per cent 
to 12.81. This in part 
reflected the uncertainty 
surrounding its future last 
year after NatWest revealed 
large derivatives losses in its 
markets division. 

The survey also high- 
lighted the strong opposition 
of fund managers for the 
idea of pan-European equity 
research. 
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Gilts buck trend as volatility vanishes 
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By Staon Darias in London 
and Jotm Labata in New York 

Prices drifted mostly lower 
yesterday, with the high vol- 
atility of the start of the 
week vanishing in the 
absence of new market- 
moving data. 

There was souk caution in 
advance of today's DS 
employment figures, given 
the market’s nervousness 
over a potential «Mft in the 
Federal Reserve’s interest 
rate policy. 

Core European short-dated 
bonds also showed some 
weakness, reflecting 
concerns over comments by 
Hans Tietmeyer, Bundes- 


bank president, that the 
prospects far the euro would 
be considered at the next 
meeting of the policy-making 
conneiL 

Phyllis Reed, director at 
Barclays Capital, said: “It 
suggests that an interest 
rate hike will come sooner 
than the market expects.** 

There was also some talk 
about the potential impact 
on bond yields if the dispute 
over the presidency of the 
European Central Bank is 
not quickly resolved. 

Any fudged decision would 
suggest that politics may 
dilute the ECB’s anti-infla- 
tionary zeal, and Mr Tiet- 
meyer talked of the 

risks of the euro being 
deemed to be “political 


money". However, the mar- 
ket has yet to reflect any 
expectation of real shocks 
emerging from the ECB 
dispute. 

GERMAN BUNDS traded 
in a narrow range through- 
out the day, and the June 
lb-year contract closed at 
106.42, down 0.05. 

Bonds from other likely 
European monetary union 
candidates moved in line 
with Germany. 

ITALIAN BTPs settling 
0.08 lower at 118.10, 
r pflpcHng thfl onpaans ns that 

this weekend’s historic selec- 
tion of the Emu membership 
is a formality. 

UK GILTS bucked the 

trend, with the June con- 
tract settling £ higher at 


1084. However, volumes 
ware low and the contract 
traded in a range of just 11 
points. 

Andrew Roberts, gilts 
analyst at UBS Securities, 
said: “There's nothing to 
shift the market out of its 
torpor. The argument now is ' 
when Interest rates are 
going to come down, but it is 
■an argument that is not 
going to be decided for some 
time." 

In the cash market, the 
adjusted yield spread against 
bunds M one basis point to 
95points, its narrowest level 
Since last October. 

The longer-dated short 
sterling contracts strength- 
ened, as the collapse in 
prices of Monday was 


corrected and investors 
decided that the UK interest 
rate environment had not 
deteriorate d. 

US TREASURY prices, con- 
tinued to weaken ahead of 
an auction of Sve-year notes. 

■ By early afternoon the 
benchmark 30-year bond had 
fallen VS to- 100%, sending the 
yield up to 6.088 per cent 
Among shorter-term issues 
the two year note was 4 
lower at 99g, yielding 5.709 
per cent, while the 10-year 
note was down. % to' 97$, 
y ielding sibk pgr ren*- 
The adjusted 10-year- yield 
spread against bunds wid- 
ened further, reaching 87. 

pntrrts 

Putting scone pressure on 
the market was a forthcom- 


ing auction of tllbn in five- 
year note* In addition, 
given recent fears' Of an 
interest rate increase hi the 
neat term. Treasury inves- 
tors ware espc cMBy nervous 
ahead of today's releases of 
the employment '-cost index 
and GDP figures. ; 

“Most analysts don’t 
expect a' rate hike in May,, 
hut there, could' be one in- 
July. so Investors . are 
waiting to see» M ; said Kevin- 
Logan, senim -market econo- 
mist at Dresdner Kleinwurt 
Benson in New York. 

“I don't think -it will hap- 
pen then, but the second- 
quarter data are going to be . 
crucial In deciding the 
fixture direction of the mar- 
ket," he said. 


New international bond issues 
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Pfauwadel resigns after 
10 years as Matif chief 

•rib chakman of the Matif, the Bench financial derivative* 
■marKe^ yesterday announced his restenafion after a^cacaae 
the Job. Gdrard Ptauwade! hadied .the Matif s * nc0 J®®?\ 
shortly afterJte creation, and he had helped establi sh 

T hwtftutton white working « deputy ®® crBtar y^ J r e 
treasury. Jean-ftanpote Th6odore, chairman of tne So ctete 
ties Bourses Praises, wffl now also head the Matfr. _ 

• ^FfauwadeJ insisted yesterday that hte departure bad^. 
been agreed In autumn last year, during talks ahead ofthe 
merger of the Matif with SBF, the operator of the French, 
■stodcmarkst- - -_i 

. jfesdb It was dear that once the role of Mr Theodore had 
_beerr established. In the- cambteed SBF-MelSf 
“there was no reason to hma two chairmen. but the board 

asked me to stay on to finalise things”. „ 

“After 10 years In the job, ft was time to . • • do something 
_ etea^-he said. “i amstfli young, at 47. and If I want to stmt 
another career, now is Itie timeto-do it" He said be would 
remain in place for the next two’ months. 

Hte-decfetan comes during a tense period for the Mati f. 

. which has bean hit by strflor notion by IntiwkfoaJ floor bud*® 
in recant months, and is fighting to retain Its rote at a time Of 
tete n effyin g competition with rival European derivatives 
exchanges.. 

“Locals” - individuals who trade for their own account on 

the floor of Ihe Matif -staged sbkes earlier this year to pro- 
. teat agaJnst. the shift to electronic trading and the changing 
concBtfons ft brought for them. Trading volumes also decflned 

ower the Easter period es the MaHf ctoged to alectronto 

tracflng. Andrew Jade, Parts - 

US FUTURES 
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CBOT hits out at NYCE scheme 

The Chicago Board of Trade, the biggest futures exchange, 
has hit out at plans for a new electronic exchange .designed 
to trade US Treasury, securities. The new exchange is pro- 
posed . by the New York Cotton Exchange, one of the smaller 
US exchanges, and Cantor Fitzgerald, the New York-based 
trading firm. 

In a submission to the Commodify Futures Trading Com- 
mission, the US futures indusby regutetor that is examining 
the proposed exchange, the CBOT claims it would be “drffi- 
cuftto construct a scenario more fraught with corrfBct and the 
potential for customer abuse*.' It says the new system would 
not amount to an etectronfo/interactlve exchange, but would 
be a “bulletin board where bids and offers are posted”. 

Customers, It claims, would has/e^ to work through “terminal 
operators”, using telephones, to execute orders - and that, it 
contends, raises p otenti al customer protection and registra- 
tion issues. The electronic NYCE/Cantor scheme has been 
seen as a competitive threat to CB01>pit-t3ased trading of 
interest rate-rotated futures, which is conducted through - 
open-outcry -during the trading day. NBda Tail, Chfoago 
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Talk revives of German rate increase 
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Ry Sfcnon Kuper and Daniel 
Don*# 

The D-Mark rallied late 
yesterday oiler Hans Tiet- 
meyer. Bundesbank presi- 
dent. suggested that Euro- 
pean interest rates might 
have to rise if fiscal policy 
were to loosen. 

That seemed to contradict 
recent comments from Bund- 
esbank council members 
who said there was no need 
to raise rates soon. 

Mr Tietmeyer said: "The 
level at which the (mone- 
tary) convergence takes 
place depends on the further 
development in the whole 
currency area... For exam- 
ple. if some countries ease 
their monetary policy with- 
out simultaneously imple- 
menting a restrictive fiscal 
policy, or if budget policy 
there became excessively 
expansive, that could cause 
a problem for us too." 

He also crushed talk that 


POUND SPOT FORWARD AGAINST THE POUND 


some European currencies 
might be revalued this week- 
end in Brussels, when the 
founder members of mone- 
tary union will be chosen 
and their exchange rates 
within Emu set. Present cur- 
rency parities wi thin the 
European Monetary System 
“can and should" be used to 
fix the conversion rates. Mr 
Tietmeyer said. Earlier in 
the day. Johann- Wilhelm 
Gaddum. his deputy at the 
Bundesbank, had said he 
assumed that the current 
parities would be "taken 
over” for the bilateral con- 
version rates. 

Joe Prendergast, global 
head of foreign exchange 
research at Credit Suisse 
. First Boston in London, said: 
"Last-minute revaluations 
could be seen as stressing 
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the value of flexible 
exchang e rates just on the 
eve of moving to fixed ones." 

Previously there had been 
talk that the guilder and the 
peseta might be revalued. 
The guilder, almost motion- 
less since it was fixed to the 
German currency in 1983, 
had risen modestly on the 
rumours, like a dead man 

w aiting . 

The dollar, which had 
risen almost 1 pig against 
the D-Mark early in the day, 
shed all its gains after Mr 
Tietmeyer spoke and closed 
in London at DM1.794. barely 
changed from Tuesday. The 
dollar continued to face 
resistance at DM1.8025. 
Against the yen the US cur- 
rency softened Y0.4 to 
Y131.9. The pound firmed 
modestly after the market 
decided ft had become too 
short of the currency. 

■ Mr Tietmeyer seemed to 
be -preparing the ground far 
a Franco-German rate rise 
soon after the Brussels sum- 
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nut, said Jesper Dannesboe, 
treasury economist at ABN 
Amro in London. 

So what about the Bundes- 
bank officials who have 
recently appeared to rule out 
a rate rise? Mr Dannesboe 
noted that various of the 
bank's doves did the same 
just before the last German 
rate rise in October. “We 
have been here before,” be 
said. 


■ The big question for the 
market at this weekend's 
Emu meeting is whether 
Wim Dui sen berg becomes 
head of the European central 
bank, says Stephen Yorke, 
chief political analyst at SBC 
Warburg in London. 

All European Union mem- 
bers except France back Mr 
Duisenberg and he is seen as 
a credible candidate. If be 
got the job, faith in the euro 
would rise, says Mr Yorke. 
However. If someone else 
were appointed then the 
DMark, as the proxy for the 
euro, would initially suffer. 

Mr Yorke adds that revalu- 
ations could happen later in 
the year. This weekend the 
Emu members will make a 
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political commitment to cer- 
tain exchange rates, not a 
legal commitment. If a cur- 
rency grew stronger in com- 
ing months, the member 
states could revalue it any 
time until January, says Mr 
Yorke. 

■ Federal Reserve officials 
and newspaper reports have 
been suggesting recently 
that US interest rates might 
rise soon. Yet none of 25 
economists polled by Reu- 
ters yesterday forecast an 
increase at the next Fed 
Open Market committee 
meeting on May 19. 

■ The Reserve Bank of India 
underwhelmed the market 
when it cut Its benchmark 
bank rate by 100 basis points 
to 9 per cent, a smaller 
decrease than expected. The 
rupee ended barely changed 
at R39.74 to the dollar. 

The cut was seen as an 
attempt to boost the econ- 
omy. which grew 5 per cent 
in the year to March. 
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COMMODITIES & AGRI CULTU RE 

INDIA ROADSHOWS PUNNED TO ATTRACT PEPPER TRADERS QfJ JqSCS 

Exchange seeks foreign members early 


By Kunai Bose in Calcutta 


The Indian Pepper and Spice 
Trade Association, which 
launched the International 
Pepper Futures Exchange at 
Kochi in the southern Indian 
state of Kerala last October, 
plans to hold roadshows 
throughout the world in an 
attempt to attract foreign 
trading houses. 

Ipsta has said the big 
drawback to the country's 
first International commod- 
ity exchange is the “total 
absence" of foreign mem- 
bers. The exchange, which 
enjoys the full hacking of the 
International Pepper Com- 
munity, has about SO domes- 
tic members. 

Some foreign trading 
houses with interest in pep- 
per are. however, doing busi- 
ness at the exchange 
through local members. 
McCormicks of the US and 
Bums Philp of Australia, the 
two leading spice groups 
with production alliances in 
India, are making deals at 
the exchange through then- 
local associates. 

However, the absence of 
foreign members after six 
months of trading at the 
exchange is an embarrass- 
ment for Ipsta, which has 
asked for financial help from 
the federal government to 
mount the roadshows. 


todia Bfecfc (S per tame} 
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Officials say the pepper 
futures exchange will 
become “truly international’’ 
only when foreign trading 
houses become members. 

Ipsta says the foreigners 
are wary of taking member- 
ship of the exchange because 
India is unlikely to allow 
doHar-denominated trading 
until the rupee becomes a 
fully convertible c ur rency. 

The proposed roadshows 
are only likely to be success- 
ful if Ipsta receives an assur- 
ance from the government 
that the members can give 
quotes In dollars. Foreign 
concerns do not want to 
expose themselves to the 
currency fluctuation risks 
they might run if they were 
to give quotes in rupees. 


Ipsta also admits that the 
permitted size of a single 
deal of 15 tonnes of pepper 
is too small for foreign trad- 
ers. But this is likely to be 
amended. 

Foreign members are, 
however, happy with the 
exchange's infrastructure, 
such as its screen-based trad- 
ing and the settlement sys- 
tem- According to experts, 
foreign traders will be 
inclined to join the exchange 
provided "a lot more pepper" 
is offered there. 

Foreign trading houses 
can become members of the 
exchange by setting up regis- 
tered companies or branch 
offices in India. They can 
also trade at the exchange as 
“registered non-members" or 
through registered members. 

Unlike the domestic pep- 
per exchange, which has 
been in operation for more 
than 20 years and is open for 
eight months in a year, the 
international exchange will 
function throughout the 
year. 

India is also a leading pro- 
ducer of other spices, such 
as chillies, turmeric and gin- 
ger, and the sponsors of the 
international pepper 
exchange intend to throw 
open the floor to futures 

t rading - in them. 

India, the world’s largest 
producer of pepper. 
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Spreading the word: the Indian Pepper and Spice Trade 
Association has asked for government help to mount roadshows 


increased exports of the 
spice by 5.473 tonnes last 
year to 42569 tonnes. 

Indian production of black 
pepper, however, fell 7500 
tonnes to 55,000 tonnes in 
the season to October 1997. 
Brazil and Indonesia, the 
other two big producers, also 


reported lower crops. 

This explains why at the 
end of last year pepper 
prices were sent to their 
highest levels in a decade. 
The world trade in pepper is 
about 150.000 tonnes, while 
production in a normal year 
Is about 150.000 tonnes. 


El Nino hits Somali banana crop 


By Mchela Wrong in Nairobi 


Somalia’s banana industry, 
the country's second most 
important foreign exchange 
earner after livestock, has 
been devastated by flooding 
caused by the El Nino 
weather phenomenon and 
this year’s exports are expec- 
ted to be less than half their 
1997 level. 

Experts said floods in June 
and the last quarter of 1997 
had waterlogged plantations 
and swept away secondary 
roads, preventing young 
suckers from sprouting and 


making It impossible to 
transport bananas to port. 

“Since October 1997 there 
have been virtually no 
exports. Between June and 
September there will 1 m 
none because the monsoon 
will make the sea too rough 
to use Merca port,” said Ren- 
ato Marai, agronomist with 
the W orld Food Programme 
(WFP). "This is the most 
serious crisis in the industry 
since the civil war." 

Somalia's hamma industry 
readied its height in the late 
1980s, when plantations cov- 
ered 12,000 hectares and 


annual production from two 
main zones - the Lower Sha- 
belle valley and Lower Juba 
valley - reached about 
140500 tonnes, with exports 
of 90,000 tonnes. 

The dvfl war that broke 
out in 1991 did huge damag e, 
with exports falling to zero 
that year. However there 
had recently been Impres- 
sive signs of replanting and 
recovery, prompting vicious 
fighting between rival war- 
lords to control the lucrative 
trade. 

Exports, mainly destined 
for Italy and the Middle 


East, reached a post-war 
high of 26563 tonnes in 1996. 
bringing in $9.7m in reve- 
nues. Last year exports were 
down to 17,774 tonnes. 

Sited along rivers and 
canals, the new plantations 
woe especially vulnerable to 
El Nifio as it swept through 
the Ham of Africa. 

“The Juba valley is now 
completely destroyed by the 
floods,” said Mr Marai. 
“There is nothing there." He 
estimated that 20 per pent of 
the 3,409 hectares cultivated 
in October bad been 
destroyed. 


The collapse of the S omali 
industry, on which the WFP 
estimates that nearly a quar- 
ter of - a million people 
depend for both revenue and 
food security, comes at a 
particularly delicate time for 
the country. 

European Union preferen- 
tial impart quotas for Afri- 
can and Caribbean countries 
are due to expire next year, 
exposing Somali bananas, 
which tend to be of rela- 
tively low quality, to unbri- 
dled competition on an 
already glutted world mar- 
ket 
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HtpAiw 

AM Oflfcd 
ton dose 

Open tot 

Tad (My turnover 

M COPPER, grade A 

10855485 

10935 

1087-88 

76233 

18473 

SpwtoDnri 

1112-13 

1120-21 

111671107 

1112-13 

1107-08 

Ctee 

1B7D-71 

1881-82 
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LONDON SPOT MARKETS 
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Growth seen 
in demand for 


magnesium 


Oil prices lost early gains in 
late European trading on the 
latrxrt data from the Ameri- 
can Petroleum Institute. 

The June Brent contract 
readied $14£4 in the after- 
noon on the back of earlier 
strong trading on the Singa- 
pore International Monetary 
Exchange. However, it eased 
to $14.56 just before the 
close, down 4 on the 

previous close. 

. The weekly API data, 
released late on Tuesday, 
showed a 221m barrel rise in 
crude stocks and a 1.18m 
drop in gasoline stocks, both 
within expectations. But the 
API also reported a fall in 
refinery crude runs of 
262,000 barrels per day, 
which gave the market hope 
of drawdowns at several US 
refineries. 

Nevertheless, dealers said 
Spec's calls for production 
cuts would have to be 
| backed by some genuine 
! action before any price rises 
; would stick. 

| Gold moved slightly 
| h jghor yesterday as markets 
hedged against the possibil- 
I ity of increased interest 
rates in the US. 

In European afternoon 
trade, gold was quoted at 
S30&90 an ounce, up $1 from 
its previous New York dose. 
It was fixed at $30825, up 
from $307.55 previously. 

The rise reflected concerns 
about today’s employment 
cost index but was muted 
because of the absence of 
Japanese traders due to the 
Golden Week holiday. 

The index is one of two 
sets of figures always d06ely 
scrutinised by the Federal 
Reserve’s Open Market Com- 
mittee before it makes a 
decision on rates. 

Palladium, pushed higher 
recently by concerns about 
Russian supplies, retreated 
by $12 to $358 an ounce. 


By Ktenen finatfaft 
numbs corrapoatm 




Several car companies are 
making direct or indirect 
investment in magnesium 
metal production to ensure 
long-term supply of a mate- 
rial they need to cut the 
weight of their vehicles. 

Ford Motor last year 
became a big investor in the 
90,000-tonnes-a-year Austra- 
lia Magnesium Corporation 
project in Queensland. 

Germany’s Volkswagen is 
a partner in the Dead Sea 
Ma gnggium plant in Brad, 
and General Motors of the 
US has long-term supply 
con tra ct s with Norsk Hydro 
in Canada and Norway and 
Russia’s Solikamsk. 

In its latest report. Roskiil 
Information Services, the 
market analysis group, says 
de mand for magnesium in 
the automotive sector is fore- 
cast to grow at an average of 
14 per cent a year, to reach 
100,000 tonnes by 2000. 

“Magnesium alloys have 
enormous potential as a 
structural material, particu- 
larly in the automobile 
industry. Since the mid-1970s 
many industry forecasts 
have predicted rapid growth 
in magnesium metal demand 
in die- castings for automo- 
biles. 

“Until recently, these pre- 
dictions were not borne out 
because magnesium prices 
were too high In relation to 
aluminium [another light- 
weight metal) and because 
major automobile producers 
were unwilling to commit to 
an industry where there 
were few producers, uncer- 
tain guarantees of continued 
supply and high, unpredict- 
able prices." Roskiil says. 

The intervention of the car 
companies will allow sub* 
gfamHfli increases In produc- 
tion capacity in the next few 
years. There wiD be impor- 
tant expansions in Canada, 







mi so am 


Israel and Russia and new 
projects in Ireland and the 
Congo, as well as Australia. 

Production capacity will 
increase from about 480,000 
tonnes this year tu 895,000 
tonnes by 2005. 

“These new projects wiU 
have a number of effects on 
the magnesium marker 
lower, stable prices: the farc- 
ing of high-cost producers 
out of the market; and a dra- 
matic increase in tiie use of 
magnesium die-castings in 
automobiles," Roskiil Insists. 

It points out that, for the 
next few years, magnesium 
will continue to be mainly 
used as an additive to alu- 
minium alloys, particularly 
for use in beverage cans. 

Aluminium alloys con- 
sumed 44 per cent uf western 
world magnesium shipmanta 
in 1997. more than half of 
which was used for produc- 
ing alloys for beverage cans. 

“In spite oT an increase in 
the recycling, of cans, 
demand for aluminium 
alloys in this use will con- 
tinue to grow and demand 
for magnesium will grow at 
a rate of 3-33 per cent a 
year to reach 171.000 tonnes 
by 2002," Roskiil predicts. 
The Economics of Magne- 
sium Metal, from RoskiU. 2 
dapham Road. London SW9 
OJA. UK. £750 or USS1.300. 
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ACROSS 

1 To acquire, with money, a 
firm bold (8) 

5 Petroleum Jelly not applica- 
ble to part of hand (6) 

9 Terrible fire on Rhode 
I sland that's not so good (8) 

10 Check; a master stroke in 
progress {Si 

11 Order bus to the city in a 
dull way (6) 

1 $ Atmospheric disturbance in 
stable (6) 

14 One doing good turn for 
the party? (4,6) 

18 Defeats - the result of bad 
fielding? (10) 

■ 22 Itfmmmg of a red hat (6) 

23 A priest upset about a 
hanger-on (8) 

24 Most of the river a begin- 
ner sees os dangerous 46) 

25 One giving up a job at the 
end of June (8) 

26 Cook to promote by book 

(6) 

27 The first man to market 
non-alcoholic drink (53) 


4 A meddler makes the vine 
unfit to drink? (10) 

6 Fostering acceptance (8) 

7 The desire for a bit of palat- 
able dainty (8) 

8 Handiwork? (8) 

13 Mountains often are photo- 
graphed - taking in roam- 
ing cow? (4-6) 

15 One plays for it or with it 

(4.4) 

16 Prolonged quarrel against 
the conclusion - Tate to be 
demolished (8) 

17 Defence initiative out of 
this world? (4.4) 

19 Workers, having day off. 
order a cab <61 

20 The rat in the intelligence 
agency is a pest (6) 

21 Harsh cut with edge of axe 
( 6 ) 

Solution 9,688 


■ Km m 


DOWN 

1 Two ducks, with spin being 
used? It's venomous (6) 

2 Repairs appropriate to be 
held in reserve (6) 

3 Harry's girl turning up on 
the Sabbath (6) 
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LONDON STOCK EXCHANGE 


Late burst of buying sees Footsie end higher 


FrsEAfrttBBfflta 


NUWRfORT 

By Steve Thompson, 

UK Stock Market Editor 

A firm opening by Wall 
Street was the ultimate 
determining factor behind 
the London market's closing 
performance yesterday. 

The FTSE 100. London’s 
main stock market bench- 
mark, made a late upside 
dash daring the last five 
minutes of trading, having 
spent the day uncertain on 
which way fo jump. 

“The US Interest rate story 
is still the big game in town; 
there is every chance of the 


Fed nudging rates higher 
after the May 19 FOMC 
meeting; if that is the case 
then markets will come 
under pressure; if not, then 
the possibility of a rise at a 
later date will still overhang 
the market; I think it all 
points to further weakness," 
was the view of one market- 
maker. 

At the finish of a rather 
ragged trading session the 
FTSE was 26.5 ahead at 
5,833.1. The closing gain 
masked an overall picture of 
extreme uncertainty, how- 
ever, ahead of some crucial 
economic news from the US 
later today. 


The two important eco- 
nomic news hems due from 
the US concern first-quarter 
gross domestic product and 
the employment cost index 
for the same period. 

The latter is viewed by 
many economists as one of 
the crucial numbers likely to 
be scrutinised by the FOMC 
and which, along with this 
month's non-farm payroll 
report, due to be unveiled on 
May 8, will determine 
whether the Fed sanctions a 
rise in US rates. 

Dealers also mentioned 
next week's meeting of the 
Bank of England's monetary 
policy committee as a possi- 


ble trigger for further weak- 
ness in the market although 
a rise in UK rates is seen as 
very unlikely. 

The Footsie moved in a 
near -65 point arc during the 
session, dipping away at the 
outset of trading, in the 
wake of a disappointing out- 
come to Wall Street’s over- 
night trading session, which 
saw the Dow Jones Indus- 
trial Average give up a near 
90-point gain during London 
trading hours, to finish the 
day a net 18 points lower. 

Sentiment in London, 
already dented by that per- 
formance. was eroded fur- 
ther by a weak showing by 


many of the Asian markets, 
most notably Hong Kong, 
which fell 2 per cent. Tokyo 
was down L6 per cent 

The Footsie kicked off on 
the downside, the index slid- 
ing 26 points in quick time 
as the institutions held back 
from the market leaving the 
field clear for profit-taka's to 
move in after Tuesday's sur- 
prisingly strong rally. 

After struggling for the 
first couple of hours, the 
leaders then embarked on a 
useful rally, helped along by 
a resolute showing by the 
market's second liners and 
Rmnllp^ p s . 

Market makers reported 


consistent support for the 
230 and SmaflCap constitu- 
ents, with the former hitting 
a session high of 5,573.3 
before finishing the day up 
1.0 on balance at 5.566.9. The 
Small Cap index was even 
more impressive, dosing up 
5w3 at 2,633-S. only a fraction 
below the session high. 

But sentiment turned 
quickly in the leaders, 
around lunchtime, the Poe- 
tise reversing again and hit- 
ting a session-low of 5.774.4. 
down 32.2. ahead of Wall 
Street’s opening. 

Turnover remained disap- 
pointing. dealers said, reach- 
ing 810m at 6pm. 
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CSFB 

dents 

Lloyds 

MMPANIBRffqHT 

By Peter John, Martin Brice ami 
Joel IGbazo 


Lloyds TSB stood out In a 
generally popular sector as 
Credit Suisse First Boston 
took the unusual step of 
moving its recommendation 
from straight “buy" to out- 
right “sen". 

Usually, brokers take the 
death-by-a-thousand-cuts 
view, shifting from buy, 
through to accumulate, out- 
perform, strong hold, weak 
hold, underperform and. as a 
last resort, selL 

But CSFB has come oat 
with a no-frills downgrade 
and accompanied it with 
forecast reductions for this 
year and next. For 1998, it 
has lowered its pre-tax num- 
ber by £261m to £3, 348m 
while for 1999 it has come 
down from £4,000m to 
£3.712m. 

The broker argues that 
merger mania has taken cen- 
tre stage and is “overshad- 
owing economic reality". 

“We believe perceptions of 
the group’s return cm capital 
equity, costhncome ratio and 
rates on return on acquisi- 
tions have become materi- 
ally distorted and have 
caused the share price to 
depart from economic real- 
ity." says CSFB. 

The shares fell 23'/* to 


885p. one of the biggest 
slides in the Footsie; particu- 
larly heavy turnover of 20m 
demonstrated that the weak- 
ness represented genuine 
selling. 

In the banks, Barclays lost 
34 to £17.03 on talk that Mer- 
rill Lynch was handling a 
big line of stock for one 
seller. The bank also 
announced it had bought 
back a farther 350.000 of its 
ordinary shares at £17.45. 

That and Lloyds aside, the 
sector was spurred by con- 
solidation talk prompted by 
rumours of an ING Barings 
bid for Credit Suisse First 
Boston. National Westmin- 
ster rose 19 to £1L55, Royal 


FT 30 INDEX 


Bank of Scotland 8 to 9i9p 
and Standard Chartered 9U 
to 902%p. 

Cookson saw brisk trade 
of 3.1m ahead of its AGM on 
Friday as Henderson Cros- 
th waite told clients the 
industrials materials com- 
pany was set to produce a 
mixed trading update. The 
shares lost a penny to 263!£p. 

Geoff Allum at the broker 
said that although com- 
ments on the electronics 
market were unlikely to be 
upbeat following recent 
warnings from Motorola and 
Intel, steel production fig- 
ures have been positive and 
Cookson has cat its cost 
base. 
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CONTRACTS & TEMPERS 

PIEDMONT REGION 

Piazza CasteUo No. 165, 10122, TURIN, ITALY 
(Tel. Oil - 432.30.09 - Fax 011 - 432.36.12) 

CALL FOR TENDERS FOR THE SUPPLY OF A LOAN OF ITALIAN 
LIRE 673,579,8214237= SUBDIVIDED INTO FOUR LOTS. ABSTRACT 
The Piedmont Region invites tenders for a public auction for the supply of a 
loan, with charges to be debited to its balance sheet, of Italian Lire 
673,579,821,237=, pursuant to Law Decree 17.03.1995, No. 157. 

This operation, whose purpose is to take out a loan of Lit 673,579,821,237= 
for the early settlement of loans taken out to cover deficits in the regional 
balances of previous years, was authorised by Regional Decree 21.1.1998 
No. 3. Cat 6/B, Banking and financial services, CPC ex 814. 

Tenders can be submitted by subjects included in the Lists of Banks and toe 
Lists of financial intermediaries registered at toe Banca d’Halia and toe 
Ministry of toe Treasury, as well as the communicated subjects engaging in 
lending activities admitted to mutual recognition, as per Law Decree 
1.9.1993, No. 385 or equivalent law provisions forforeign bidders established 
in other European Union member states. 

The deadline for the reception of toe tenders is midday, June 10,1998. 

The integral cal I for tenders and toe scheme of toe loan contract defining toe 
requirements and the procedures to be followed in submitting toe tenders 
and performing the service can be collected or requested, even by a fax 
message, from the Piedmont Region, Negotiation and Contractual Activity 
Sector, third floor, Piazza Castello, No. 165, 10122, TURIN - ITALY 
(Tel. 011 - 432.30.09 - Fax 011 - 432.36.12), from Monday through Friday, from 
9:00 to 12:00 am. 

The abstract of the call for tenders was transmitted to and received by toe 
Office of Official Publications of the European Community on 17. 4.199a 

The Regional Director for Property and Technical Matters 

Dott Ing. Domenico Arcidiacono 


Best and worst performing FTSE sectors 
integrated 00 

5600 



Electricity generator Stanley Leisure appreciated 
PowerGen rose in early trad- 8Vi to 270p. 
ing on speculation of a bid Express Dairies, recently 
from the US. The stock lifted demerged from Northern 


Lynch reduced its stance on 
cto\"s >hp company. 

nwy teiLT ii^u. Ttm Steer at the broker 

Tm said: “MSB has now hit our 

price objective of 950p and 

.y-v / A we reduce our recommends- — 

"t tion to •neutral'." He also 

jy* 3MB highlighted the speed of 

dS/f growth at the group, and ^ 

j i r* 3200 told cheats that while other a , 

*** companies woe growing at ~~ 

.3000 20 per cent a year, “MSB 

m> 4990 Apr seemingly has no difficulty 

in growing at over 50 per 
cent”. However, key manage- — 
anley Leisure appreciated meat was due to depart 
; to 270p. soon, and investors should ^ 

Express Dairies, recently wait tor the new strategy. ” 
•merged from Northern Two-way business in Sears -u 
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from the US. The stock lifted demerged from Northern Two-way business in Sears 
17 to 798p on talk of a Pacifi- Foods, was the b est per- saw volume of 6J5m as the 
Carp offer if its bid for forma: in the FTSE 290 after shares fell. It was Tuesday's 
Energy Group proved nnsne- Charterhouse Tilney recom- best FTSE 250 performer 

after Us better-than-expected 


Energy Group proved nnsne- Charterhouse Tilney recom- best FTSE 250 performer 
cessful against the rival offer mended the stock: after Us better-than-expected 

from Texas Utilities. The broker was said to results and confirmation of 

Positive broker comment believe the shares bad been plans to return capital to 
on Elementis following a oversold and were looking shareholders once its Self- 
visit to the company’s chro- cheap against rivals. The ridges and Freemans units 
miuzn plating operation in stock rose 8 to I61p with are demerged this year. 
Stockton-on-Tees helped the Charterhouse said to be While several brokers 
shares gain 6 to 151‘Ap. valuing the shares at about have been recommending 
Meanwhile BOC. which 185p a share. A two-way pull the stock, BT Alex Brown is 
gave a presentation to bro- in Northern Foods left its distinctly lukewarm about 
kers and institutional inves- shares V* lighter at 218p. the stock, rating it no more 
tors earlier in the week on than a "market performer", 

its semi-conductor business, ™r n ^ There was tittle love for 

improved ii ‘A to 990p. aema eyes scrip issue Sunderland, owner of the 

Hopes that the casino duty The beginning of a trend first division football club, 
increase announced in the in the information technol- as the market reflected on 
last budget could be reduced ogy sub-sector may have the team's Tuesday night 
initially drove casino-related been signalled by Serna defeat at Ipswich Town. 


The broker was said to results and confirmation of 
believe the shares bad been plans to return capital to 


While several brokers 
have been recommending 
the stock, BT Alex Brown is 
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LONDON REGENT ISSUES: EQUITIES 


initially drove casino-related been signalled by Serna defeat at Ipswich Town, 
shares sharply ahead. when it yesterday said it was Sunderland will now have to 

However, on closer exami- considering a 3-for-I scrip take part in and win play- 
nation. the changes turned issue to Increase liquidity in offs with other leading clubs 
out to be "a minor adjust- its shares. seeking to gain a premier - 

moit", as one broker said. The stock lost 5 to £2L30. ship qualification place. The 
prompting a sell-off after the Graham Brown. IT analyst shares tumbled 50 to 447V a p. 
early gains. at Sutherlands, said; “This Reed International shed 12 


early gains. at Sutherlands, said; “This Reed International shed 12 

Capital Corporation, could be the start of a trend to 545p after a cautious AGM 
which at the day's best within the IT sub- statement The company 
showed a gain of I8p, even- sector, where many of the said trading conditions were 
tually closed just 4 up at companies with big market little changed since it posted 
llOVip. London Clubs closed capitalisation also have its annual results on March 
3Vi ahead at 206%p while large shares prices." 12. The Anglo-Dutch pub- 

Many IT stocks have seen Usher and data provider said 

phenomenal growth within a stronger pound and an rise 
the past few years, leading in investment in new prod- 
_ - to a corresponding advance nets and services would 
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CONTRACTS & 
TENDERS 


in their share price. 


unfavourable 


a 


CMG shares closed at impact on the first half in 
£28.67*/*, up 2 Ya, while Sage comparison with 1997. 


closed at £12.47%, up 20. 


Chiroscience gained 20% 


Ontario 

» Adam Bock 
Dfvasian Project 
Des&VConsbuctiiw 
Contract Preqnalfflcatioii 

Oanrio Hydra ioviu CMuartia to 
submit ramanraes of pcquRficatka 
for tbe design Bid construction of ■ 

nominal 115-m ID by 10-fan Jong 
draerdon tunnel at Niagara Fall*. 


Elsewhere in the sub- to 33iy s p with dealers 
sector, MSB International enthusing about its new 
lost 2% to 967Vip after Merrill anaesthetic treatment 
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The Sir Adam Beck Additional 
Diversion Tlmnel Project wiD coaney 
■ ndritamm of 500 raft of the Niagara 
River flows From an intake at die 
iBtematioaaJ Control W*k» Structure 
to an outlet feeding the Sbf 

Adam Beck I and □ hydro el ectric 
plant*. The tnnnel is to be oicsvssed 

using a tnnoel boring madrine (TBM) 

In ibalea and Innesones. The tnand 
will he Used with a precast or cattbi- , 
place exmaem Guen The wml: wifi also 1 
include die const union of the intake 
and ostler atraemre*. cofferdam*, 
rnidei water excavation and granting. 

lb quafify u ntfamk a tender inens»d 
consortia most complete tbe 

fit ™ fife JMnwrt wnd DM8t 

provide evidence of praKn experosee 
In the execution of work, of tills mope 

which u»m be returned try May 25, 
1998 may be obtained offer May 8. 
1998 from: 

AsraBcdml Canada Lofted 
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Arab Requblic of Egypt 

Ministry of Electricity & Energy 
Egyptian Electricity Authority (EEA) 
Two BOOT Power Plants 
in Suez Gulf and Shark 
El - Tafriaa Invitation For 
Pre-Qualifications 
IFPQ 21/98 

Reference to the EEA’s Invitation of the 
experienced Independent Power 
Producers / Developers for Pre 
Qualification , EEA announces that the 
submission date of the Pre-Qualification 
documents is Tuesday 30/6/1998 before 
12:00 Noon Instead of Thursday 
30/7/1998 


Financial Times Surveys 

Latin American 
Steel 

Monday June 1 


For further information, plcatn contact: Michael Geoch in New York 
Tel: *2X2 745 13S2 Fav -‘-212 633 8229 
einaifxiicliael.se.ich^FT.cotn 


FINANCIAL TIMES 


No FT, no comment. 
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MARKETS 


US interest rate worries rattle Europe 


MARKET FOCUS 


WORLD OVERVIEW 


European equity markets 
endured an edgy day as wor- 
ries about the outlook for US 
interest rates lingered and 
investors awaited economic 
data, due later in the week, 
that might provide a clue, 
larim Michael Morgan. 

Wall Street's better early 
performance provided little 
relief, with investors mind- 
ful of Tuesday’s turnaround 
and late pullback in the 
Dow. 


The markets were also 
gearing up for this week- 
end's Emu summit In Brus- 
sels which, said David Marsh 
at Robert Fleming Securi- 
ties, “will enshrine an Emu 
with problems as wide as its 
membership". 

By anticipating Emu’s 
effect of spurring competi- 
tion and shaki n g up ineffi- 
cient industries, Mr Marsh 
said, European financial 
markets have discounted 
much good news about the 
single currency. Potential 


bad news had been studi- 
ously ignored. 

"Signs during the last few 
days of an October 1997-style 
correction signal an adjust- 
ment to this imbalance. 
After a uniquely favourable 
18 months, the risk curve on 
European stock markets is 
steepening.” 

Among individual markets 
yesterday. Zurich went 
against the European trend, 
climbing almost 1 per emit 
Strong gains were seen in 
Nestle after the food group's 


be tter-than -expected first- 
quarter sales figures, while 
CS Group was strong as 
rumours of an impending 
merger or alliance refused to 
die down. 

Milan, by contrast, was 
one of the big losers, falling 
2.3 per cent The day was, 
however, enlivened by trade 
In Lazio, the Rome-based 
football dub, in the unoffi- 
cial grey market 

The shares were quoted at 
more than L7.QOO, a hefty 
premium to the L5500 price 


in the initial public offering 
that began on Monday and 
concluded on Tuesday. 

Earlier in the day. Asian 
markets were mixed, with 
Tokyo closed for a public 
holiday. 

Crumbs of comfort came 
from Flemming Larsen, dep- 
uty director of the IMF’s 
research department, who 
said Asia still had some way 
to go before -the end of the 
crisis that has shaken its 
financial markets, although 
there were already signs 


of an eventual recovery. 

Seoul called a halt to a six- 
session losing streak and 
jumped more than 3 per cent 
on news that the South Kor- 
ean government was seeking 
an early end to limits on for- 
eign shareholdings. 

But Jakarta plunged more 
than 4 per cent as foreign 
investors gave a wide berth 
to a market consumed with 
worries about political 
unrest, high interest rates 
and a poor corporate out- 
look. 


Old Vienna 
seeks fresh start 


Dow climbs 
back above 
8,900 level 


Nestle leads Zurich higher 


AMERICAS 


US equities ignored another 
dull start for bonds and in 
early trading the Dow Jones 
Industrial Average rose back 
above the 8500 level, writes 
John Labate in New York. 

Small-cap shares and tech- 
nology issues continued to 
do better than most other 
sectors, and the broader 
market was also bid higher. 
By early afternoon the Dow 
had was up 42.10 or 0.47 per 
cent at 8341.06. 

The Standard & Poor's 500 
put on 5.65 to 1390.76 and 
the Nasdaq composite 
climbed 15.05 or 032 per cent 
to 134632. The Russell 2000 
index of smaller company 
shares rose 331 to 47535. 

US Treasuries continued 
to slip loner as traders pre- 
pared for a coming auction 
in 5-year notes. The bench- 
mark 30-year band lost Y* to 
100%, lifting the yield to 
6.088 per cent 

Among retailing shares, 
Starbuck, the coffee chain 
operator, gained $lft to $46% 
after announcing the pur- 
chase of Seattle Coffee of the 
UK. CompUSA slid g% to 
917H after the computer 
retailer released earnings 
down 22 per cent 

Woolworth shares foil $& 
to $22%, a day after the com- 
pany annnainffwri plans to Sell 
its corporate headquarters 
building. 

Among Dow components, 
Chevron gained $1% to $84& 
after some positive com- 


ments by its chief executive. 
Sears Roebuck climbed $1% 
to $57%. 

Norwest shares gained $1 
to *$38% after Gruntal 
upgraded to a “strong buy”. 
Golden State Bancorp rose 
$% to $38 after the company 
released earnings results. 

Computer-related shares 
were mostly firmer, sending 
the Pacific Stock Exchange's 
technolo gy index up 434 or 
133 per cent to 354.77. 

Computer Associates, the 
software company, gained 
$1$ to $S9tf after a report 
that the company could 
make another acquisition 
bid. Newbridge Networks 
climbed $l£ or 53 per cent 
to $28% after the company 
announced it would issue 
new debt. Microsoft rose $i& 
to $916. 

TORONTO moved steadily 
higher, thanks to a solid 
opening session for the 
heavyweight banking and 
gold mining sectors. The 300 
composite index was up 32.73 
at 7300.40 at noon. 

Banks turned higher after 
clear weakness in recent ses- 
sions. Royal Bank of Canada 
added 25 cants to C$84 and 
Bank of Nova Scotia gained 
30 cents to C$39.45. Bank of 
Montreal put on 15 cents to 
C$77. 

Leading gold producers 
were led higher by Barrick, 
up 90 cents at C$3330. and 
Placer Deane, up 75 cents to 
C$2130. Northern Telecom 
was also a firm feature, 
adding C$L45 at C$40. 


EUROPE 

Strang gains In Nest le and 
CS Group helped ZURICH to 
extend Tuesday's rebound, 
which had brought to a halt 
a five-session losing streak. 
The SMI Index, which saw a 
day's peak at 73273, closed 
6L7 higher at 73413. 

Nestle, the food and bever- 
ages group, surged SFrti6 or 
43 per cent to SFr2,798 in 
response to better-than-ex- 
pected first-quarto: sales fig- 
ures. 

The heavily traded CS 
Group jumped SFrl030 or 33 
per cent to SFr32fL50, once 
again boosted by rumours 
that the company may be 
planning a merger or affi- 
ance with a foreign partner. 
ING was widely seen as a 
potential suitor. 

Elsewhere among finan- 
cials, Swiss Re edged SFrS 
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Sao Paulo rises again 


SAO PAULO continued to 
gain ground in early trading, 
bu ildin g an the strong gains 
of the previous session when 
the ben chmar k index rose 
2.9 per cent At midsession 
yesterday, the Bovespa index 
was up 173 or 13 per cent at 
11350 in solid volume. 

Blue chips led the 
advance, notably Eletrobrts, 
which surged 53 per cent to 
R$5030. TelebrSs added 13 
per cent to R3136.60 and 


Fetrobr&s put on 0.7 per cent 
to R$289.99. 

MEXICO CITY ran into 
profit-taking and at midses- 
sion the IPC index was off 
0.74 at 4,997.75 in what 
brokers described as below 
average turnover. 

CARACAS reversed Tues- 
day's gains in early trading 
as investors refocused on 
soft International oil prices. 
The IBC index was 6333 or l 
pcs- cent lower at 638238. 


Johannesburg moves ahead 


SOUTH AFRICA 


Shares in Johannesburg 
managed to move bighar in 
spite of a dull day for golds 
and financials. 

Solid producer price fig- 
ures helped sentiment, the 


all-share index rising 423 to 
8,182.1. Financials sagged 
1253 to 133843 and golds, 
dragged lower by lacklustre 
bullion, fell 27,1 or 2.6 per 
cent to 1,021.3. Industrials 
supplied most upside sup- 
port, adding 9L1 to 9,7803. 


higher to SFr3305, helped by 
a 45 per cent rise in 1997 
profits, which was at the top 
end of expectations. 

Zurich Insurance, expected 
to report 1997 results after 
the market closed, jumped 
SFI27 to SFI904. 

ABB, once again seen as a 
beneficiary of further buying 
by Martin Elmer’s BZ Bank, 
climbed another SFr46 to 
SFI2304- 

FRANKFURT finished 
electronic trading 27.08 
lower at 5,083.80 on the 
Xetra Dax Index after a vola- 
tile session which took in a 
trading range of more than 
100 points. 

Deutsche Telekom contin- 
ued to climb as Tuesday's 
upbeat results from the tele- 
coms giant sparked positive 
broker comment The shares 
rose DM235 to DM4630 far a 
two-day advance of almost 
12 per cent 

Deutsche Morgan Grenfell, 
which believes the “much 
better visibility” cm 19% and 
1999 numbers should lead to 
a reduction in Telekom’6 dis- 
count to the sector, moved 
from neutral to overweight 
an thp shares. 

The bid battle between 
BMW and Volkswagen for 
Rolls-Royce Motor Cars 
appeared to take a step 


closer to a conclusion with 
BMW claiming victory. Vick- 
ers, Rolls' UK owner, said it 
had received no other offers 
for the luxury car unit. 

The statement sent BMW 
shares up DM6.15 to 
DML940.15. VW added DM17 
at DM1.440. 

Sobering fell DM330 to 
DM192.50 after the annual 
meeting highlighted the 
chemical group's Asian 
exposure. Lufthansa lost 90 
pfg at DM41 in spite of 
strong first-quarter earnings. 

PARIS ended significantly 
short of the day's peaks, 
closing off 4330 at 3,73333 
after touching 3,78035 dur- 
ing the morning. Retailers 
were in the thick of the 
action. Pinault-Printemps 
fell FFr127 or 23 per cent to 
FFr4,258 on renewed 
rumours of imi« with DIY 
specialist Castorama Dubois. 
Carrefonr lost FFr116 at 
FFr3319- Castorama put on 
FFr18 to FFr1305. 

Chemicals and drugs 
leader RhAne Poulenc rose to 
FFr3013 on strong first quar- 
ter results but ended off 
FFr5.10 at FFr283.70 in turn- 
over of FFr973m. Accor, the 
hotels giant put on FFr2 to 
FFr1,586 after Goldman 
Sachs raised its target price 
to FFr1,700. 

Credit Fonder fell head- 
long an news that the four 
outstanding bids for the 
state-controlled property 
lender had fallen short of the 
reserve price. The shares 
crashed FFr2430 or 16.6 per 
cent to FFr1235. 

AMSTERDAM almost 
ended in positive territory 
after a swirl of rumours 
pushed financial services 


that it was planning an 
Amsterdam press conference 
after market hOUXS. 

MILAN fell 23 per «irt as 
late selling of blue drips hit 
the overall market. The Mib- 
tel index lost 648 to 22343. 

Banks were hit hard. San 
Paolo feU LU07 to L24A15 
while Credito Italiano 
declined L440 to L8322. Eni, 
the utilities group, lost Lt39 
to LI 1362 while Telecom 
Italia finished L455 lower at 
L12.745. 

Benetton, the clothing and 
sports equipment maker 
which lost 14 per cent on 
Monday, rose Ll.385 to 
L36367. Carlo Gilardi, man- 
aging director, said he expec- 
ted firm growth for 1998. 

Autogrill. the motorway 
catering group also gained 
L557 to L11317 following its 
first-quarter earnings 
announcement The com- 


pany posted solid profit 
growth with turnover rising 
10 per cent in the three 
months. 

MADRID trailed other 
European markets with the 
general Index losing 16.07 to 
843.88. Telefonica lost Pta200 
to Pta6300 while Tabacalera 
declined Pta60 to Pta3370. 
The company said it sold 
L25m shares to its employ- 
ees as a part of its privatisa- 
tion, with 975,786 sold at 
Pta2,953 and 274314 at 
Pta3383. 

STOCKHOLM was 
depressed by worries over 
Ericsson’s earnings and the 
general index came off 2836 
at 3,469.81. Ericsson fell 
SKrll3 or 2.8 per cent to 
SKr3S8 on lower-then-expec- 
ted first-quarter profits. The 
company announced that 
pre-tax profits had risen 31 
per cent to SKr2.64bn, 
almost 20 per cent below the 
c onsen sus forecast. 

HELSINKI gave up over 2 
per cent as Nokia lost 
ground hit by a weaker-then- 
expected first-quarter earn- 
ings announcement from its 
competitor Ericsson. 

The HEX index fell ZQ336 
to 4389.47 as Nokia, which Is 
heavily weighted in the 
benchmark and accounted 
for over 45 per cent of total 
trading yesterday, declined 
FM14.4 to FM342. 


Written and edited by 
Michael Morgan, Jeffrey 
Brown, Bmitco Terazono and 
Peter Hall 


The Vienna bourse is on the 
move. It has quit its historic 
Schotionrtng headquarters 
and moved in with Otob, 
Austria's futures and 
options exchange. There, a 
new management team If 
engaged In what many 
regard as mission impossible 
- charting an independent 
future for an elderly 

exchange that many believe 

has passed its sell-by date. " 

It still suffers from a repu- 
tation as a cosy Insiders* 
club. However, the recent 
merger of Austria's cash and 
derivatives exchanges, a 
strategic alliance with the 
Deutsche BOrse. and a 
planned joint east European 
stock exchange with the Ger- 
mans. promises a fresh start 
for Vienna os a niche market 
dealing in every kind of cen- 
tral and eastern European 
paper. 

Further, talk of the need 
for greater transparency, 
improved corporate gover- 
nance and tighter supervi- 
sion, has finally begun to 
put a bit of zip In Austrian 
share prices. 

Last year Austria was 
Europe's poorest performer, 
and completely outshone by 
bigger German-speaking 
neighbours - Switzerland 
and Germany. But this year 
Vienna has risen by about 18 
per cent - in line with 
Frankfurt and slightly better 
than Switzerland. 

“International investors 
have been drawn to Austria 
by its very law valuations 
after the strong acceleration 
of other markets," says Paul 
Severin, head of research at 
CATB. the investment arm of 
Bank Austria, the biggest 
bank. Corporate earnings are 
forecast to grow 265 per cent 
this year, and the market Is 
selling on 15.6 times 1998 
earnings and 133 times 1999 
gaming s. 

By contrast, Germany is 
selling on 24 times 1999 earn- 
ings and, even allowing for a 
15-20 per cent discount for 
the Austrian market's tradi- 
tional Illiquidity, Mr Severin 
believes it remains fan da- 
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mentally cheap. He recom- 
mends companies selling on 
about 10 times 1899 earnings. 

Foreign brokers have 
started to hum a similar 
tune. A recent report by 
Salomon Smith Barney. 
“Sleeping through the bull 
market", forecasts that die 
ATX will rise from 1500 to 
1.750 over the next year, or 
four times as fast as Ger- 
many's market 

Austria's problem is that it 
is less than 1 per cent of any 
European market index, is 
under-researched and has no 
household names, such as 
Finland's Nokia. 

However, times are chang- 
ing. The merger of Bank 
Austria and Creditanstalt 
created a sizeable European 
regional bank and Investors 
who bought its preference 
share issue last summer 
have nearly tripled their 
money. 

Austria Tfcbak b up over 
50 per cent since last 
autumn's IPO and Erote 
Bank, the second-bluest 
bank, is up a third since its 
December bourse debut 

It is not the first time that 
foreign Investors have “dis- 
covered" the Austrian mar- 
ket, only to be disappointed. 
However, after nearly a 
decade of under-performance 
Austrian companies are now 
well aware of the high cost 
of disappointing the global 
financial community. 
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giant ING up by 43 per emit. 
The AEX dosed off 1.14 at 
1,12752. 

ING was the day’s main 
talking point, surging FI 550 
to FI 13L30. At one stage the 
shares were trading at FI 136 
on renewed speculation that 
the group was set to 
announce a link with CS 
Group of Switzerland. 

Volume in ING was heavy 
with more tium tom shares 
changing hands. The com- 
pany Issued an nffiriai denial 


Jakarta tumbles as protests grow 


ASIA PACIFIC 


Shares in JAKARTA 
tumbled 4 per cent as stu- 
dent protests against Presi- 
dent Suharto intensified. 

Fears that the upheaval 
would turn the focus on 
human rights issues and 
delay fend disbursement by 
the International Monetary 
Fund caused investors to off- 
load shares, and the JSX 
index fen 2039 to 46535. 

Overseas investors liqui- 
dated positions in blue chips. 
Cigarette maker Gudang 
Garam lost Rp400 to RplO.000 
and HM Sampoema Rp325 to 
Rp5,600. Telkom Indonesia 
lost Rp250 to Rp3,150 and 
Bank intemaslonal Indon- 
esia Rpso to Rp575. 

Local speculators dabbled 
in small companies. 

.Eratex Djaja, the textile 
company, was the largest 
gainer of the day, rising 
Rp425, or 36 per cent, to 
Rpl+600. 

SEOUL reversed a six- 
session losing streak and 
dosed 3.6 per cent higher on 
news that the government 
hoped to abolish the 55 per 
cent foreign stock ownership 
ceding in May. 

The composite 
i-Umb ed 1456 to 417.05 


Indonesia 
Jrtafe Cumpocfte. 



analysts suggested that the 
financial authorities might 
now try to keep the market 
buoyant ahead of local elec- 
tions on June 4. 

Dealers noted foreign 
demand had fuelled the mar- 
ket's near-60 per emit rise in 
the first two months of the 
year, but buying dried up as 
the won strengthened 
against the dollar. 

Large rights issues were 
expected in coming months 
as companies tried to 
Improve their capital ratios 
in the wake of restructuring. 

HONG KONG was sharply 
flower with futures traders 
' advantage of neeative 



sentiment in the local prop- 
erty market. 

The Hang Seng index 
dosed 207.46 or L9 per cent 
down at 10,471.15 In turnover 
that climbed to a moderate 
HK$83bn from Tuesday's 
HK$6.6bn. 

The commercial and 
industrial sector led the mar- 
ket down, followed closely 
by properties. Conglomerate 
Hutchison Whampoa slid 
HKS2.10 or 4.1 per cent to 
HK$4830 and Cheung Kong 
tumbled HK$2 or 3.7 per cent 
to HK95L50, 

Analysts said investors 
were nervous about property 
developers selling flats in 
the primary market at prices 
well below the secondary 
market. 

Henderson Land lost 40 
cents to HK$3430 and Sun 
Hung Kai Properties HK$1.40 
to HK$4630. Both have 
recently offered units in new 
residential developments at 
deep discounts to previous 
sales and at prices below 

nulghh n uTr in ff rrartq 

KUALA LUMPUR saw 
demand for selective blue 
chips but volumes remained 
thin as investors awaited 
news of a restructuring at 
Malaysian Airlines. 

A media report earlier tins 


month said Malaysian Air- 
lines was planning a 
restructuring exercise that 
would allow Tajudin Ramli, 
its chairman, to borrow 
against flu* carrier’s aircraft 
to raise funds to settle per 
sonal debts. 

MAS fell 6 cents to M$252 
but the composite index 
g ained 254 to 62253. 

SYDNEY ran up against 
weak bonds and futures-led 
selling and the All Ordi- 
naries index closed off 323 
at 2,749.1 for a three-day 
decline of 33 per cent. 

Banks were in the firing 
line. ANZ lost 83 cents to 
A$10.64 and NAB 143 cents 
to A$2l.7B. Westpace tum- 
bled 35 cents to A$1035. BHP 
came off 22 cents to AS15.08 
but golds stocks managed to 
rally. Normandy gained 6 
cents to A$L63. 

Oil Search jumped 44 cents 
to A$336 on news of a 
US$400m acquisition in 
Papua New Guinea. 

BANGKOK fen to a three- 
month low, with the SET 
index losing 750 or L7 per 
cent at 412.25. Turnover 
remained subdued at 
Btl5bo. 


• TOKYO was dosed for a 
nublic holiday. 
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BIRTH OF THE EURO 

Economic and monetary union is moving 
from the drawing board to reality. 

It is a gamble, an opportunity, / 

and a spur to change, / 

writes Lionel Barber / /ffgsMashZ-MtisMffit. 








Let the great 

experiment 

begin 
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On May 1-2, the political leaders of 
the European Union will gather in 
Brussels to take a genuinely historic 
decision. The 15 heads of government 
will select the founder members of 
economic and monetary union (Emu) 
the most far-reaching development in 
Europe since the fall of the Berlin 
Wall. 

The single-currency zone will 
embrace 11 countries, ranging from 
Finland in the north to Italy in the 
south, and including the Franco- 
German nucleus. It will encompass 
300m consumers and will make up the 
second largest economy in the world 
behind the US. But statistics do not 
tell the full story. 

The launch of the euro on January 
1, 1999 supplies the missing link to 
Europe's single market Transaction 
costs will disappear inside the single 
currency area. The resulting price 
transparency will send a blast of 
competition through business and the 
capital markets, accelerating the wave 
of mergers and restructuring already 
under way. 

Emu also marks a cultural 
revolution, institutionalising 
conservative economics on a 
continental scale, according to 
Kenneth Clarke, former UK chancellor 
of the exchequer. If Emu supporters 
are right, the birth of the euro will 
usher in a new era of prosperity, built 
on stable prices, enduring fiscal 
discipline and lower interest rates. 

Yet Emu is also a gamble. Contrary 
to initial expectations, it will extend 
beyond the natural northern 
monetary union, built around the 13- 
Mark. to indude inflation-prone 




economies in - \ 

the south, a N 

notably Italy. (h. 

It remains a f joy* 1 " 

project conceived j ff 

by Europe's } 7^* 

political elite, 

without deep-rooted ■ — 

support among the 
European public. 

Whatever the 

prospects for success AxM&r** 
or failure. Emu enjoys _/ 

an impressive pedigree. 

Its origins date back to 

the late 1960s, when the Europeans 

were seeking to respond to the 

upheaval in the Bretton Woods 

international monetary system in 

which the US dollar was the dominant 

currency. 

In 1970, Pierre Werner, Luxembourg 
prime minister, produced a three- 
stage process for achieving monetary 
union within a decade. The first oil 
crisis intervened, but Europe’s search 
for monetary stability received flesh 
momentum in 1979 with the creation 
of the European Monetary System, 
built on the concept of stable but 
adjustable exchange rates. 

A combination of factors - the 
launch of the single market, the Call 
of the Berlin Wall and German 
unification - gave the decisive 
impetus to Emu as a political project. 
The result was the 1992 Maastricht 
treaty, in which the EU adopted a 
blueprint remarkably similar to the 
Werner Flan. 

Between 1992 and 1993, a tidal wave 
of speculation almost forced the Emu 
show off the road. But the member- 
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states, by now 15, gritted their teeth, 
squeezed inflation and cut budget 
deficits to within striking distance of 
the Maastricht target of 3 per cent of 
gross domestic product 

Thanks to a combination of political 
will, adept improvisation and first- 
class technical preparation. Emu is 
now poised to move from the drawing 
board to reality. So what are the 
practical consequences for business, 
industry and finance? 

For manufacturers, the elimination 
Df exchange rate risk offers Immediate 
benefits. Smaller companies will be 
winners because they have previously 
lacked resources for foreign exchange 
management But as Niall FitzGerald, 
chairman of Unilever, the Anglo- 
Dutch consumer products giant 
remarked recently in Brussels, Emu 
will also deliver a juddering 
competitive shock to the European 
economy. 

Price transparency will allow 
consumers to purchase more easily 
across borders. Technological 
innovation - such as the growth of 
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the internet - will probably accelerate 
the process. Fleet-footed companies 
will be able to tap into a larger 
customer base. But the less agile risk 
being swamped by competition. 

For the financial sector, the effects 
of Emu are likely to be even more 
profound. From January l. when 
exchange rates for euro currencies are 
locked irrevocably, foreign exchange 
trading, a big moneyspinner in the 
City of London, will disappear among 
those currencies. To an extent, the 
forex business has anticipated this 
shift by betting heavily on monetary 
union going ahead on time. The big 
question after 1999 is whether forex 
traders will target peripheral 
currencies such as sterling, the 
Norwegian krone or the Swiss franc 
against the euro, or whether they will 
settle for eurodollar and euro-yen 
trades. 

The competitive impact will be even 
more severe in banking. As Professor 
David Currie of the London Business 
School says in his report. “The Pros 
and Cons of Emu”, the single 


currency will deliver a much-needed 
fillip to the various EU banking 
directives associated with the single 
market. 

Previously, the circulation of 
national currencies has stifled 
competition because banks have had 
to set up systems allowing them to 
operate in another national currency. 
Emu should end “balkanised” 
national banking systems. The result 
should be a cheaper, better service for 
the consumer; but it will also mean 
rationalisation and job losses in retail 
banking. 

In terms of financial markets, Emu 
will create a new market in 
government debt denominated in 
euros and a new pool of euro- 
denominated equity. National stock 
markets, already numbering more 
than 30 in Europe, will rationalise. 
Many predict the emergence of a new 
European “super-league" of. say. 300 
multinational companies which will 
be required in every fund-manager's 
portfolio. 

The creation of a more liquid pan- 


European equity market may also 
encourage smaller, private companies 
to come forward. In Italy, the signs 
are appearing already. 

Since small companies offer the best 
chance of reversing chronic 
unemployment levels in Europe, this 
development could be highly 
significant One market, one money 
has a seductive ring. But its success 
will ultimately depend on the stability 
of the macroeconomic framework 
operating in the euro-zone. 

Three factors will be decisive: 

• The sustainability of economic 
convergence Inside the euro-zone. 
In terms of consumer price inflation 
and long-term interest rates, 
progress has been spectacular. The 
reduction of public deficits has 
also been impressive, even If 
some countries resorted to one- 
off measures and gim mirks to 
qualify for Emu. But debt is 

t another matter. Belgium 

and Italy are running debt 
levels twice the 
Maastricht target of 60 
- per cent of GDP. 

\ • The alr e mith 

\ of political 

.• commitments to 

Emu -led discipline. 
The German-inspired 
Stability and Growth 
part envisages balanced 
budgets over the economic 
cycle, buttressed by 
sanctions against 
— - transgressors running 

excessive deficits above 3 per 
cent of GDP. But many believe 
these fines are unworkable. 

Perhaps more important is whether 
euro-bloc countries strengthen the 
combination of peer pressure and 
economic policy coordination which 
worked so well under Maastricht. 

• The credflrility of the European 
Central Bank. 

The ECB's independence is enshrined 
in the Maastricht treaty; so is the 
commitment to price stability. But 
this is a new. untested institution 
which is certain to lace heavy 
political pressure if Europe continues 
to shamble along a path of slow 
growth and high unemployment 
The optimists believe that Emu will 
be a catalyst for change - a means of 
forcing Europe to confront its 
structural weaknesses, such as 
inflexible labour markets and an 
oversized public sector. 

The pessimists argue that monetary 
unions have never endured without a 
broader political union which enjoys 
legitimacy, as in the US. Yet Europe 
Is a continent of nation states, each 
with its own historical tradition and 
identity. It cannot replicate the US 
model. It is doing its own thing. Let 
the great experiment begin. 
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TO ALL THOSE 

Finance Directors, Chief Financial Officers and Treasurers 

CONCERNED ABOUT THE TRANSITION TO THE €URO, 

WE HAVE ONE WORD OF ADVICE! 
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It appears that 
the euro has 
united Europe 
after all. 

Soon, we’ll all be using the same 
currency: Right now though were all 
just asking the same questions. 
Luckily, on IBM’s euro website, the 
answers are at hand. Whether you need 
an introduction to EMU an explanation 
of how it will affect you or examples 
of how IBM can help you prepare 
for the changeover, visit it today. 



www.ibm.com/euro 


Solutions for a small planet 




2 BIRTH OF THE EURO 


Employment moves up the agenda 


Training and 
flexibility are high 
priorities as the 
EU tries to step 
up job creation 

The creation of economic 
and monetary union is going 
to test the effectiveness of 
European labour markets in 
creating and developing job 
opportunities at a time of 
continuing mass unemploy- 
ment 

But unless the level of 
open unemployment starts 
to fall significantly over the 
next few years, many observ- 
ers believe governments 
inside Emu will have diffi- 
culty in holding down their 
deficits and curbing their 
Spending programmes in line 
with the fiscal restraints 
imposed by the Maastricht 
treaty. 

They also fear that the 
level of social unrest could 
grow and undermine current 
efforts to develop more flexi- 
ble and less regulated labour 
markets, which many regard 
as a necessary prerequisite 
for future employment cre- 
ation. 

Last year’s EU treaty of 
Amsterdam set out - for the 
first time - the promotion of 
employment as "a matter of 
common concern" requiring 
co-ordinated action. The 
employment chapter indi- 
cates a much more sustained 
effort will have to be made 
over the next few years in 
improving the effectiveness 
of labour markets. 

This is no mere repetition 
of grandiloquent promises of 
European-wide action. 
Instead, the emphasis is on 
the creation and implemen- 
tation of national employ- 
ment plans drawn up by 
member states which will 
set out specific targets capa- 
ble of achievement 

The aim is not to Impose 
some big plan from on high 
on a diverse range of Euro- 
pean labour markets but to 
accept, in the words of 
November's Luxembourg 
jobs summit declaration, 
“differing solutions and 
emphases in line with indi- 


vidual situ a tions”. 

However, these develop- 
ments will occur within a 
framework of EU-agreed 
employment guidelines far 
the nest five years covering 
the transition to Emu. 

improving the employabil- 
ity of the young and 
long-term jobless is the top 
priority. Here, countries are 
expected to review their 
asicting benefit and training 
systems and shift the 
emphasis from passive mea- 
sures of income maintenance 
for the unemployed to mote 
active moves into the labour 
market 

This involves offering 
those without a job training 
or a similar measure, with 
the aim that all the EU 
states will achieve, in partic- 
ipation. the average of the 
three most successful or at 
least 80 per cent of the 
unemployed. 

Measures are also prom- 
ised to “ease the transition 
from school to work" 
through a more sustained 
effort to ensure young 
people are better qualified 
for the labour market than 
in the past The social part- 
ners - employers and trade 
unions - are expected to 
play their part by developing 
closer relations, especially in 
removing obstacles to train- 
eeships and work experi- 
ence. 

The European Commis- 
sion, under the imaginative 
direction of Allan Larsson, 
director-general at the social 
affairs directorate, is urging 
member states to utilise new 
technologies and innova- 
tions in local labour markets 
and in the social economies 
to create jobs that link needs 
to new work. 

There Is aim an emphasis 
on reforming the tax 
systems of member states to 
make them more “employ- 
ment-friendly”. At present 
non-wage labour costs in EU 
states average 42 per cent, 
compared with 35 per cent in 
I960. 

In the countdown to the 
single currency member gov- 
ernments are being set tar- 
gets that mean reducing 
overall tax burdens, espe- 





ABan Leman: urging member Podreifl Flynn: acknowledges 

states to use new tectinotoges the (fiffiaiRies that Be ahead 


ciaHy on the unskilled arid 
low-paid, although - in the 
ElTs words - not doing so in' 
ways that would jeopardise 
“the recovery of public 
finances or the financial 
equilibrium of social secu- 
rity schemes”. 

The modernisation of work 
organisation is hig h on the 
new EU labour market 
agenda. This will involve the 
encouragement of negotiated 
agreements to introduce 
greater flexible working into 
enterprises and sectors with- 
out unde rmining security. 

The Luxembourg summit 
co mmuni que suggests this 
might Involve the calcula- 
tion of working time on an 
annualised rather than 
weekly or monthly basis, an 
actual cut in. the number of 
hours worked by an 
employee without reductions 
in the use of overtime, as 
well as the development of 
part-time employment, life- 
long training and career 
breaks. 

The Commission is keen to 
encourage the creation of 
more adaptable forms of 
fixed-term contracts which 
ensure those who work them 
enjoy “adequate security and 
higher occupational status 
compatible with the needs of 
business". 

Action is also expected on 
strengthening equal opportu- 
nity policies in the labour 
market, with more active 
measures to facilitate the 
employment of women 
through moves to reconcile 


work and family life, ha addi- 
tion, measures are to be 
encouragedthat can remove 
tax obstacles to 'investment 
in human -resources and im 
company training. .- 
All of this adds up to what 
Is a new employment agenda 
for Europe that seeks more 
energetically than in the 
past to . reconcile employ- 
ment' efficiencies with job 
security. It will be imple- 
mented wi thin the frame- 
work of co-ordinated macro- 
economic policies based on 
sound and prudent fi nanrtai . 
constraints and designed to. 
contain any inflation threat 
as well as strengthen the 
euro on foreign exchange 
markets. Through sustained 
growth, it is hoped a “new 
dynamism and . clima te of 
confidence” will emerge 
“conducive to boosting 
employment". 

Padraig Flynn, the EU's 
social affairs commissioner, 
is convinced that such an 
approach should go a long 
way to re-enargise European 
labour markets. - - 

‘There has been a growing 
realisation that while eco- 
nomic policy weaknesses 
have been the root cause of 
Europe’s unemployment, it 
has turned into long-term 
unemployment because a 
lack of emphasis on employ- 
ability - against too much 
stress on unemployment 
insurance income main- 
tenance - has weakened our 
capacity to adjust.” be 
argued in his latest annual 


EU employment report. 

■ Mr Flynn envisages, the 
' ncwlabomrmarket approach ' 
as. reflecting a set of priori- 
ties that shifts away from 
:the **(dd paradigm - of mass 
production and- its assump- 
tions-^ of mainly male, man-. 
uaK production processes', 
demanding single, functional 
skills, operating in tradi- 
tional markets".-. 

-Our vision is of a Union 
moving - towards a . hew 
motet of a more interdepen- 
dent Europe, demanding dif- 
feregt sltills and competen- 
cies; producing new goods 

and services; adopting new 
‘ working and living pat- 
terns,” be argues.- . 

. The Implementation of the 
new EU. employment strat- 
egy with' its aim of securing 
a “high rate of net job ere- 
-atian" through the moderni- 
sation of labour markets is 
seen in Brussels as crucial 
for Emu's success, But Mr 
Flynn and his colleagues 
acknowledge the difficulties 
that lie ahead. 

Regional disparities in 
employment opportunities, 
wage and non-wage labour 
costs and the incidence of 
youth and long-term work- 
lessnesss, are considerable. 

. Proposed EU structural 


ftmdg alone are unfikelr to 
ensure rapid convergence, 

especially with an expansion 
in the EU to include a grow- 
ing number of countries in. 
eastern Europe. 

Moreover, geographical 
labour mobility inside the 
euro-rone seems unlikely to 
grow significantly, at least 
in its early years. Fewer 
t h an 5 per cent of people res- 
ident at present in member 
states originate elsewhere, 
with only a third coming 
from other EU countries. 

Such problems - are 
unlikely to undermine the 
new European social market 
model that is emerging to 
com plement the single cur- 
rency and Emu- A unified 
Emu-wide free labour mar- 
ket may remain a dream for 
some. But the huge social 
disparities that are likely to < 
exist across the single cur- 
rency zone - from Portugal 
to Finland, from Holland to 
Italy - for the foreseeable 
future are bound to affect 
the successful implementa- 
tion of agreed labour market 
strategies. 

The outline of employment 
modernisation is clear 
enough but its eventual suc- 
cess must remain problem- 
atic. 


INDUSTRIAL RELATIONS • by Robert Taylor 


New strategies called for 


Much will depend 
on how unions 
and employers 
can bring about 
a new approach 

The creation of a grandiose 
European-wide industrial 
relations system seems 
unlikely to follow the arrival 
of the euro and economic 
and monetary union. 

Nor are existing structures 
of collective bargaining 
between employers and 
trade unions at national, sec- 
toral and regional level 
going to be swept away with 
any rapid convergence of 
nominal wage rates, produc- 
tivity performance and unit 
labour costs. 

The principle of subsid- 
iarity. hardened by tradition 
and common sense, will 
remain a strong impediment 
to a radical transformation 
of European industrial rela- 
tions for the foreseeable 
future. 

But this does not mean 
Emu and the single currency 
will have no impact on the 
way trade unions and 
employers behave iu their 
pay negotiations. 

David Soskice. employ- 
ment relations director at 
the Wissenschaftszentnxm in 
Berlin, believes there is 
likely to be a growth of what 
be calls “focal point bargain- 
ing". 

He expects the powerful IG 
Me tall union In Germany to 
become a lead body in nego- 
tiating collective agreements 
that will have a wider influ- 
ence on bargainers in Aus- 
tria. Belgium. Italy and the 
Netherlands. Such a pattern 
is already emerging under 
the disciplinary pressures 
provided by the European 
exchange rate mechanism. 

“There are two possible 
scenarios,” Mr Soskice 
explains. “It Is possible the 
German deals will set the 
pace for others to catch up 
with, despite difficulties over 
differential productivity 
rates and diverse unit labour 
costs. On the other hand, it 
is also possible other bar- 
gainers outside Germany 
will seek to undercut Ger- 
man agreements to secure a 
competitive advantage." 

This is already happening 
in Belgium and the Nether- 
lands. where collective deals 
are being made with nomi- 
nal wage increases that are 
worth 20 per cent less than 
in Germany. 

Such competitiveness 
could undermine worknlace 


stability. But it may take 
some time to emerge as a 
problem. What is already 
emerging, however, is a 
European pay area unplan- 
ned by the “social partners" 
• employers and nninng 
As Otto Jacobi explains in 
an article in Transfer, the 
European trade union jour- 
nal, national collective 
agreements are already “dis- 
playing a surprisingly high 
degree of convergence" in 
pay. working hours and 
other working conditions. It 
runs in parallel to conver- 
gence of price stability, 
lower interest rates and lim- 
its on public deficits - 


advanced. Social dialogue 
between employers and 
trade unices is also likely to 
establish wide-ranging con- 
sultation rights in compa- 
nies an a growing number of 
issues beyond wages and 
benefits. 

A stronger network of 
power and influence 
between trade union sector 
federations and national bod- 
ies can also be expected over 
tbe next few years. Sucb 
developments may help to 
strengthen the legitimacy of 
trade unions, prevent a 
downward spiral in social 
conditions and protect 
employers against unfair 





Many trade urtoos have not yet begun to a pprec ia te tha 
significance for them of Emu and the euro MettmrAP 


Mr Jacobi points to recent 
industrial relations develop- 
ments in Belgium and Swe- 
den, where agreements have 
stipulated that wage rises 
may not be higher than in 
surrounding European econ- 
omies in order to avoid com- 
petitive disadvantages. 

This suggests that the 
pressures for cohesion and 
restraint are substantial On 
the other hanri he says this 

could lead to sustained pay 
restraint and stimulate a 
“form or social undercut- 
ting” that could trigger a 
downward spiral in wage 
standards throughout 
Europe, at tbe end of which 
everybody will be worse off”. 

Such a disastrous outcome 
is what trade unions and 
many employers are both 
anxious to avoid. Much will 
depend on how the social 
partners can construct 
mutually acceptable indus- 
trial relations strategies at 
European level that can pre- 
vent disintegration. 

The establishment of a 
minimum framework of 
agreed labour standards 
across the EU Is alreadv well 


competition. 

But this does not mean 
that the euro-zone is going 
to be weighed down by an 
intricate industrial relations 
system that will add costly 
burdens to business and 
hold back productivity 
improvements and employ- 
ment creation. 

Tbe EU's 1997 Amsterdam 
treaty and the subsequent 
Luxembourg jobs summit 
suggested .that trade unions 
and employers were ready to 
negotiate on a new, more 
flexible industrial relations 
agenda that went beyond 
traditional items of collec- 
tive bargaining. 

There is a new emphasis 
on how to protect the rights 
of workers who are part-time 
or temporary, to encourage 
small enterprises, to improve 
worker employability 
through training and educa- 
tion. and to ensure that 
workers emhrace workplace 
reorganisation in the name 
of efficiency and competi- 
tiveness. 

Mr Jacobi sees this as a 
sign of a pra gmatism among 
the European trade unions 


that has been played down. 
But David Foden at the 
European Trade Union Insti- 
tute warns that many trade 
unions have not yet begun 
to appreciate tbe signifi- 
cance of Emu and the euro 
for than. 

• “The need for labour mar- 
kets to adjust to intensified 
competitive pressures with- 
out the safety value of deval- 
uation will cause consider- 
able strain,” he admits. “Tbe 
watchwords will be ‘negotia- 
ting change’, ‘adaptability’, 
■flexibility and ’sec urity . If 
the social partners do not 
rise to the challenges these 
concepts pose, then Emu is 
likely to have unpleasant 
consequences.” 

But the EU is mare than a 
single market and an eco- 
nomic and monetary 
arrangement. It is also a 
“community of social val- 
ues”, argues Mr Jacobi 

He believes this is why an 
industrial relations system 
will emerge that provides 
workers not only with’ 
employment protection 
rights but also co-determina- 
tion and consultation rights 
in the enterprises where 
they are employed. 

It is most unlikely that 
trade unions and employer 
associations are going to see 
their powers and authority 
enhanced automatically in 
tbe age of the euro, despite 
their efforts to gain some 
direct Influence over deci- 
sion-making in the European 
Central Bank and between 
EU governments. 

On the other hand, nor. are 
they going to be marginal- 
ised. It may mean a 
strengthening of legal regu- 
lation and a weakening in 
voluntary bargaining. 

As Paul Margmson. profes- 
sor at Leeds University Bust 
ness School, has argued, col- 
lective bargaining could 
become “an empty shell to 
which employers- and policy- - 
makers pay Up service bat 
little else". 

What we are likely to see 
in the euro-zone Is a bewil- 
dering but potentially fruit- 
ful network of co-ordination 
at aE levels - from Brussels 
to the workplace. This win 
probably lack the strength to 
act as a countervailing influ- 
ence to that of the hanks and 
financial system on the mak- 
ing of EU monetary policy. 

However, supporters and 
critics alike also believe a 
new legitimacy for industrial 
relations is vital If the EU is 
to narrow its democratic def- 
icit and ensure tbe euro has 
Doaular suuDort 


PRICES • by Guy de Jonquieres 

Promise of a 
paradise for 
shoppers 


"Will prices be 
driven down to 
the same level 
everywhere? 
Maybe not . . . 

Get ready for shoppers' 
paradise. As the single cur- 
rency makes markets more 
transparent and competitive, 
prices will inexorably be 
driven down to the same 
level everywhere in the 
European Union. 

Once reta tiers display 
prices in euros, it is claimed, 
differences between them 
win be immediately appar- 
ent That, and the elimina- 
tion of foreign exchange 
costs, will encourage con- 
sumers to shop more aggres- 
sively across borders and 
release huge pressures for 
common EU-wide prices. 

That, at any rate, is the 
prospect held out by many 
true believers in economic 
and monetary union, who 
see the promise of big con- 
sumer windfalls on the High 
Street as one of the plan's 
strongest popular selling 
points. But things may not 
work out quite that way. 

The approach of the euro 
is spurring companies across 
the EU to review their mar- 
keting strategies. Most think 
It will reinforce the eco- 
nomic integration already 
triggered by the single mar- 
ket programme and fiercer 
global competition. But few 
expect the euro to bring dra- 
matic price changes. Nor is 
it certain that all adjust- 
ments will be downwards. 

Many businessmen are 
sceptical of predictions that 
increased price transparency 
win suddenly transform con- 
sumer behaviour. Despite 
differing national currencies, 
many car buyers already 
know that prices vary widely 
across tiie EU. Cross-border 
bargain hunting has long 
been a way of life for resi- 
dents of frontier regions. 

Retailers question whether 
the euro will lead most shop- 
pers to compare EU-wide 
prices more assiduously, or 
switch their custom abroad. 
Britain's Maries & Spencer, 
which has stores in 10 other 
EU countries, sees no imme- 
diate need to standardise 
prices across Europe and 
says it will continue to be 
guided by local market con- 
ditions. 

Wide differences between 
European countries’ con- 
sumer protection laws, 
which can make it hard to 
obtain redress for faulty, 
products bought abroad, also 
deter cross-border shopping. 
Although EU experts are dis- 
cussing proposals to har- 
monise rules, they are mak- 
ing slow progress. 

Another reason why the 
euro's direct Impact on con- 
sumers may be limited is 
that they are already enjoy- 
ing some of the benefits that 
it is supposed to produce. In 
much of the EU, govern- 
ments' efforts to stabilise 
exchange rates have sharply 
reduced the currency fluctu- ' 
atioos which contribute to 
price differentials. 

■Meanwhile, tbe advent of 
the ’ ' single market has 
obtiged manufacturers to 
tackle dicing anomalies, or 


risk seeing their marketing ■ £ ; ' 
channels undermined by vre 

unauthorised “parallel" 
imports from low-priced * t-V 

markets to high-priced ones. " - 

These pressures have If* 

already caused wholesale jpf 

prices of products, such as * f 

consumer electronics and |qji 
domestic appliances, to con- 
verge. However, many com- '-A j 1 ' 
panies say prices will never 
be uniform, because busi- !. 

ness costs and tax rates vary I 

so widely across the EU. 4. -4 \ 

For most shoppers, the ; -S ; . 
most immediate and visible / -• 
impact of Emu will occur as r ■ 
retailers begin to display . ! . 

prices in euros as well as in ■ j . 
national currencies. From . j - ? "■ 
2002, prices in member states • 1 a 
wil] be shown in euros only. } tj 
Retailers are still wres- ; -j f 
tling with how to manage j ;j ; 
the switch. The trickiest < : jl j 
problem is to convert from ■ j j! 
national currencies into j j i- 
euros the psychologically ■ \ ’ 
important “price points", ;.[ 3! . 
which shoppers use to com- ; > • | " ■ 
pare the value of competing \ 2 j 
products. ’ \ { ■, 

Some retailers say they ' ) ’■ } 

already plan to round prices =.? ; j 
down to the nearest conve- ? ! ; ; : 
nient figure in euros, ; ;*j : . 
although that would mean V fj - 
cutting profit margins. But '9 
consumer organisations are •' : «■ 
sceptical. They fear retailers ' ; :j 
will instead use the txansi- J !?. 
tion to the euro to push =[ sj 
through concealed price r ;{ 
increases, and they want j $ 
binding legislation to stop • j- 
such abuses. v ] fj 

For many consumers, car *, I f 
prices are likely to be the Z j .■>, 
most telling benchmark of , j 
claims that the euro will be \ •• h 
good for them. Car makers ' 7 1 

have been accused for years ? if; 
of maintaining big price dif- !; ; : 
ferentials by preventing re- )« ■ . 
exports of vehicles between -j • ' 

EU countries. ,S ; '■ 

The European Commission i -I \ \ 
has begun cracking down - 5 - 

harder on such abuses. It - ; 

recently fined Volkswagen T If 

Ecul02m (.SllIrnyfiSG^m) for] Jl 

prohibiting Italian dealers' ; 
from selling to customers in,: 5 ■ 

Austria and Germany, when ' [ ■' 
its cars cost 30 per cent 1 I ' : - 
more. ! : i 

The euro will test claims'^ 

Jong advanced by car man n-r ■ ; : 
facturers, that price different , ? . 
tials reflect currency fluctua ": 
tions. However, critics sa’- • ' > . 
competition will remair ’ ■’ ' i 

restricted while industry dir * ' ' 

tribution arrangements art * 1 ' 

exempted from EU competi . *- > 

tlon rules. They c laim that - r ' 

by allowing manufacturer*-- j 
to choose the dealers they c J ; 
sell through, the exemptioc'f '• ‘ 
makes it easy for them to rig^' - ' 

the market .f . ] 

Overall, the most impor-. : ‘ • 
taut consequence of thee i • 

increased transparency ) '• 

promised by the euro may be ~ ' 
to throw more light on the 5 . • ' 
underlying factors which « j : 

shape competition and deter- 1 I 

mine price levels in the EU. - 1 ' ■ 
Where prices- vary because 
explicit trade barriers are -M 2 : 

impeding the workings of £ 'j a ‘ 
the single market, Brussels S 
and EU member govern- | ft . 
ments may face stronger 2 ? 8 
Pressure to attack them. Bui 1 a i 
when obstacles are rooted la 7- 3 h 

Psychology, and HI 

the diversity of European i 1 g 
culture and custom, the euro I 31 =' 
may make little difference. 118 
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Union that defies modern taboos 


The number of 
ways in which 
unhappiness 
might emerge is 
depressingly large 

In the very long run. almost 
anything that can go wrong 
will do so. Within European 
economic and monetary 
union, this raises a simple 
question: will it cope with 
the political strains that 
shoring a common money is 
bound, occasionally, to ere* 
ate? 

In an age too impatient for 
long courtships and too cau- 
tious Tor life-long marriage, 
Emu violates both taboos. 
The “Werner plan” for mone- 
tary union saw the light of 
day back in 1970. Yet, how- 
ever long and hard the pre- 
liminaries, their end marks 
but the closing of a chapter. 
The next one will be at least 
as difficult: the management 
of a supposedly indissoluble 
marriage among - initially - 
W sovereign member states 
of the European Union. 

Hie view that the member 
states remain sovereign is 
controversial. Many argue 
that they are surrendering 
or “pooling" their sover- 
eignty within Emu. This is 


an error. The members are 
delegating powers. Their 
peoples could, if they 
wished, elect governments 
committed to withdrawal 
from Emu - or the EU - and 
then withdraw. 

This is true for all mem- 
bers. but particularly for the 
larger European powers. The 
gossamer threads of mone- 
tary union cannot “hind" 
Germany against its will: 
they merely symbolise «t»h 
reinforce its willingness to 
be bound. 

Unhappy history suggests 
that monetary unions, unac- 
companied by a credi ble 
merger of sovereignty, do 
not last, examples being the 
Latin, German- Austrian and 
Scandinavian monetary 
unions. Long-lasting mone- 
tary zones are defined not by 
whether they are what econ- 
omists call “optimal cur- 
rency areas", but by the 
boundaries of a state. 

Money is political, particu- 
larly in the modem world. 
Yet Emu is an attempt to 
separate it from politics. 
This is true in two respects. 

First, decisions at the EU 
level are made by guardian 
bureaucracies and inter-gov- 
ernmental committees, sub- 
ject to the oversight of a 
remote and feeble parlia- 


BANKING SECTOR • by George Graham 

Invaders still 
face barriers 


Cross-border sales 
will grow but 
most retail banks 
are nervous about 
marching abroad 

National banking markets in 
Europe have undergone dra- 
matic deregulation since the 
mid-1980s, partly under the 
influence of EU legislation 
such as the second banking 
directive of 1988 or the 1993 
•investment services direc- 
tive. 

But despite these changes. 
Europe is still a long way 
from boasting a single mar- 
ket in banking services. If 
anything, banks have 
retreated further within 
their national borders, as 
efforts to build pan-Euro- 
pean banking networks, 
such as Credit Lyonnais's 
ambitious expansion plan in 
the 1980s, haw come to grief. 

Will the introduction of 
the euro prove to be the last 
remaining stone needed for 
the construction of this sin- 
gle market? 

In corporate banking, the 
euro is bound to accelerate 
the integration of the Euro- 
pean market. Companies will 
Increasingly demand ser- 
vices such as the ability to 
pool euro cash balances held 
in several different coun- 
tries. They are also unlikely 
to accept that charges for 
cross-border payments 
should remain at their cur- 
rent levels, roughly 100 
times higher than for domes- 
tic payments. 

For personal customers, 
however, few bankers 
believe the euro will be 
enough to create a single 
market on its own, though 
most believe it will give a 
boost to cross-border sales of 
financial products and to 
multinational alliances 
between banks. 

"There isn’t a single mar- 
ket, and there won’t be on 
January l. 1999." says Jan 
Kalff, chairman of ABN 
Amro, the Dutch bank. “The 
fact that you have one cur- 
rency does not automatically 
create (me market It helps, 
it’s one impediment less, but 
it’s not enough.* 

Daniel Bouton, chairman 
of France’s Sociftf* Generate, 
agrees: “1 haven't changed 
my mind about retail bank- 
ing activities. ] still consider 
that differences in mentali- 
ties. savings regulations and 
fiscal laws win continue for 
several years to be very effi- 
cient barriers to multina- 
tional retail . banking activ- 
ity." 

A number of factors will 
help to level the playing 
field between domestic and 
overseas competitors after 
the introduction of the euro, 
in the first pluce, the elimi- 
nation of currency risk wfil 
make financial products 
more accessible across bor- 
ders. In addition, banks 
based in. say. Germany, will 
be able to use the low-cost 
retail deposits collected 
through their domestic 
branch networks to fund 

loans in another country 
which may offer more attrac- 
tive lending margins. That 
should, in time, lead to an 
approximate equalisation in 
pricing For retail financial 
products throughout t he 


euro zone. Specific products 
such as credit cards, too. 
could advance because of 
their ease of use in cross-bor- 
der purchases. 

Mr Bouton, whose bank is 
looking to build up its mar- 
ket share within France 
before it turns abroad, also 
argues that it will not be 
more than five years before 
consumer pressure leads to 
tax harmonisation and the 
creation of a much more uni- 
fied savings market 

Nevertheless, most banks 
remain nervous about their 
ability to march into new 
national markets and com- 
pete against strong local 
players with established cus- 
toms* bases. 

Some merger activity has 
taken place across national 
boundaries, with monetary 
union as an important driv- 
ing factor, but this has 
mostly been confined to 
regions which already 
showed a significant degree 
of integration. In Scandina- 
via, far example, Merita of 
Finland and Nordbanken of 
Sweden have merged. In Bel- 
gium, Banqne Bruxelles 
Lambert has been taken 
over by ING of the Nether- 
lands, while Generate de 
Banqne is in discussions 
with Fortis. the Dutcb-Bel- 
gian financial services 
group. 

Several other national 
banking markets, while 
large, are insufficiently prof- 
itable to be very attractive to 
other European competitors. 

France, for e x a mp le, has 
seen interest margins under 
intense pressure for five 
years, with private sector 
banks facing protected or 
subsidised competition from 
mutual and co-operative 
h.tnkQ such as Cr&dit Mutuel 
and Credit Agricole, as well 
as from the state-owned 
Credit Lyonnais. Although 
UK banks have been much 
more profitable than their 
French counterparts over 
the last five years, many 
British bankers acknowledge 
that their cost structures 
would not stand up to 
French-style margins. 

Germany, too, offers a 
competitive landscape 
shaped by the strength of 
the public-sector Sparkassen. 
In Spain, where several 
banks radically overhauled 
their structures in the 1980s 
and now boast very high lev- 
els of operating efficiency, 
foreign competitors will ven- 
ture at their peril. 

“In retail banking things 
won’t change much. Other 
banks that have tried in 
Spain have gone away.” said 
Emilio de Ybarra y Cbur- 
ruca, rhalrman of Banco Bil- 
bao Vizcaya. 

Italy, on the other hand, 
still boasts interest margins 
which are opulent by the 
standards of other European 
markets, while most of its 
banks remain extremely 
inefficient and overmanned 
- which means the market is 
eyed hungrily by banks in 
several other countries. 

For the time being, how- 
ever. there remains ample 

room for consolidation 
Within national banking 
systems, and that is where 
most banks are concentrat- 
ing theta* attention. The cre- 
ation of pan-Europcan b anks 
may have to wait- 


men t. Meanwhile, demo- 
cratic politics is almost 
entirely confined to member 
states. 

Second, the EU has estab- 
lished an unprecedentedly 
independent central bank, 
one entitled by treaty to 
determine both its goals and 
the instruments it uses to 
achieve them. The EU’s 
Maastricht treaty also 
imposed constraints on the 
fiscal policies of member 
states, subsequently 
reinforced in the “pact for 
stability and growth” agreed 
in Amsterdam in June 1997. 

Politics may seem to be 
kennelled, like an obstreper- 
ous dog. But it has a nasty 
habit of escaping. If the 
question is whether the 
depoliticised European mon- 
etary system can survive, 
the answer depends, first 
and foremost, on how well it 
works. 

Suppose Emu proved con- 
sistent with steadily rising 
prosperity, not just In the 
EU as a whole, but in all 
member states. Suppose the 
decisions of the European 
Central Bank (ECB) were 
uncontentious and each 
member state abided by the 
obligations it has assumed. 
Under these ri ro |nrwrtar> *****, 
the conflict between Euro- 


pean money and national 
politics would r emain purely 
theoretical. 

A single monetary area 
stretching from the Arctic to 
the Mediterranean and from 
the Atlantic to the Oder wfil 
not work like thw all of the 
time. It may well be better 
for ever)' member. In the 
long term, than any alterna- 
tive. But things are still 
going to go wrong some- 
where, sometimes. 

One source of pressure 
might be regionally differen- 
tiated shocks to supply or 
demand. An industry that is 
especially important for a 
particular country might 
become globally uncompeti- 
tive, or demand might be rel- 
atively sluggish within one 
or more countries. 

US experience suggests 
that both are possible within 
a long-standing and success- 
ful monetary union. 
Attempts by member states 
to offset the impact might 
thpr> run into the cons t raints 
imposed by the stability 
pad 

Another difficulty could be 
divergent initial conditions. 
In 1997, for example, the rate 
of unemployment varied 
from 5.6 per cent of the 
labour force in the Nether- 
lands to 20.8 per cent in 


Spain. This has little, or 
nothing, to do with mone- 
tary policy, but it would 
hardly be surprising if those 
responsible for unemploy- 
ment blamed the EtlL 
instead. 

In future, the obstacles to 
adjustment Inherent in 
Europe’s inflexible labour 
markets might create still 
more serious difficulties for 
member states. Again, the 
temptation to blame the ECB 
is likely to prove overwhelm- 
ing. 

No less potentially impor- 
tant are differences in eco- 
nomic philosophy. The 
essentially Germanic ideas 
underpinning the Maastr icht 

treaty are not universally 
accepted. France, for exam- 
ple, is far from comfortable 
with the model of extreme 
central bank independence 
embodied in Emu. Nothing 
is more likely than condem- 
nation of the Frankfurt- 
based institution for alleged 
deflationary bias. 

Moreover, the constraints 
accepted by member states, 
particularly over fiscal pol- 
icy, are likely to c onfli ct 
with domestic commitments 
and pressures. 

Most member states have 
big public pension liabilities; 
some start with high ratios 


of public debt to gross 
domestic product; Italy has 
both. Last month's report on 
convergence from the Euro- 
pean Commission noted that 
Italy would need to run a 
primary fiscal surplus - bal- 
ance before interest pay- 
ments - of 4J5 per cent of 
GDP for almost 20 years if it 
is to lower its debt ratio to 
the Maastricht standard of 
60 per cent. 

The strain could easily 
prove too much. 

In afi. the number of ways 
in which unhappiness with 
Emu might emerge is 
depressingly large. Worse, 
when this takes political 
form it is bound to do so 
where politics works - at the 
national leveL Awareness in 
financial markets of what is 
going an is then likely to be 
priced into assets, accelerat- 
ing the onset of crisis. 

Hie underlying reality is 
that power will lie with one 
group of people operating at 
a supranational level, while 
legitimacy will remain with 
another group operating at 
the national leveL The risk 
that conflict will then 
emerge between democratic 
national politics and 
Europe's intergovernmental 
order is the greatest threat 
to the survival of Emu. . 


Welcome to Euroland 

The new currency that is being ushered kite ratatenca wffl be 
tie money of the Mold's largest group of affluent consumere. 
it miU be me curency of the wocKTs feeding export bloc, it wfl 
cfod&b to a region that produces twice as many cars as the 
US. but has sfigMIy less pubic-sector debt 

These are soma of Eurotonfis more uprising s ta tis tics, set 
out in dstafl in the map on the nsstf two pages. Bid facts and 
figures tutor the euro-zone's economic might, and a the 
same tone interstate its potanfiaL 

The adoption of the etro ns the nod four yeeis represaits ■ 
audd step in the process known In Broeseis Jargon 89 “the 
tonxAafcr of the tonga maker. Because it b ady one step 
in the process, it would be wrong lo think ma ttw auroustara 
in a completely hom n g Hiwn ue economic space for companies, 
JnvBstasandlreflvfttate, 

But predsafy because ft is pari of a process of integrator, the 
arrival of the auo Is much owe than the staple craakm of a 
ain^e usrencjr zone, at the sort which has existed for many 
years between Bel gbiro and luxamboug. 

The baniora between nafionet markets for goods or capftai 
wfil not disappear overnight But they wffl erode, probably 
more <zriddy than many raafee. There w* be huge pressures 
to* cross-border mergers. t 

hvastore wfll see the bud-zdim as a single area of financial 
eppmluiity: the emerging European 'euper-taagus* of bp 
companies now has a single monetary yadshde And (he 
separate bond markets of the Etmr-11 wD c oolesce into a 
single whole, with common o o nven O ana as weM as a co mmon 
currency and a single benchmark interest rata 

to the world as a whole. Euroland udD offer a more coherent 
make! for goods and a law contusing home for Investment 
Akmgtode the do to. it wU provide an mtBroaOve currency tor 
Memdtanal trade and the hekfcig of reserves. The economic 
gwamnent of the region, provided by the European Central 
Bank and the mashing Euro-il comtnUee of iremaws, wfll 
increasingly play a dsfindto rale In worid monetary affaire. 

Euroland is not a country. But K to not a mere curency zone 
either. And It starts, in practice, this weekend. 

Pe te r Mato 



Commercial Barriers. 


Language Barriers. 


Financial Barriers 


Welcome to 
Barclays Europe 

A truly open market. One in which your business profits from 
improved treasury management. From optimised cashflow, reduced 
financial costs and the facility to move funds rapidly across borders. 
Call 0800 535 354. And bienvenue to a better way to bank in Europe. 


BARCLAYS 


OPEN FOR BUSINESS 


Some 'telephone conversations may be recorded or monitored for training purposes. 
www.euro.barclays.co.uk 
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European Central Bank 

The EG8 stands at 8 b heart (8 Emu. 
U te the ceftheS bank for the Earn 
zone, and the aoie issuer te tta aura, 
8» mw currency. The EC8 wffl be 
based in Frankfurt where It Is 
expected to take orar pfqsicaBy and 


tosttuto. Hspreoiwr. 

The ECU wffl be headed by a presi- 
dent who has not yet been norai- 
~riBted- The president will be 
. appohted bjr HJ heads of state aid 
OnremnBnt probably at a special BJ 
summit tote beta n Brussels, way 
1-3, 1888. The executive committee 
te fee HX wffl consist tea [resident 
vice-president and (oar other 
members then tram countries that 
participate hi Emu. Their tern of 
office e efflfrtyeare, non-renewable, 
tart there are different transitional 
arrangements for the first set of 
executives. The term of die first vice 
president, tor example, wffl be only 
'few yearn. 

The EC8'a main objective, as 
defend to the Maasttft Treaty, is fe 
ensure price stability. Like other 
central banks, a wffl sat start-tarn 
Mares! rates mth a vtm to xhtev- 
Ing tot objective. The level of fattest 
rates -will be sat by ib governing 
.coaic& wftita consists te fee execu- 
tive comnatee nd the governors of 
the participating national central 
banka. Under the Treaty, an 
awrnbera of the council must be 
Independent from pofiticai interfer- 
ence. K to ana of fee strangest legal 
■ farms ot independence ever dowsed 
"far a cetrirto bank. 
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Lines of power in the Emu structure 


National central banks 

Contrary to popular perception, rational ooM bento v* continue to mtot and wffl play 
an important rota water Emu. Together, the ECS and nation* central bstos wffl farm fee 
European System of Central Barks (ESC8). Smi» to the federal central bank systems 
in the US and Germany, the operations of the ESCB wffl be highly dacentraflsed. 

Wbfle tta ECB's governing counct ttetentenas tin owraS stance of poBcy. rational 
carnal bates wffl retain operational responstofflty. The precise share-out. however, tas 
yet to be established. There are also dfeerara views among EU cental bafflers about 
toe tasked degree of decenbaSsalkm. 

It is fiktey that large national central bate such as the Bundestatet and tta Bank ot 
France, wilt play an important role in money market operations tor example, by 
conducting regular securities repurchase tenders, with the help ot these so-cafled repos 
the ESC8 wffl supply the finance! system wife UquidRy. and fine-tune the level of toter- 
est rates within fee parametas set by the ECETS governing cound. 

Intervention in foreign exchange orarkets wifl afao ha conducted by national central 
bates, 8 such action is deemed appropriate. 


BANQUE DE FRANCE 


I 

Deutsche 

Bundesbank 



Eurostat 

Eurostat, fee European Unfan's statis- 
tical office, is ore ot tta tag gamers 
from economic Bid i&u i « rfin y union. 

The Luxemboorg-based institution 
has long been a backwater among the 
many EU instit u tions. It is nwpnmeon 
lor me publication at EU economic 
aid soda! statistics. 



Eraopean Co mmissio n 

Fighting hard to preserve ns rale at fee cadre at co-onbna- 
bon te economc pctcy The Coranwion wffl continue to 
prepae recunmotfatSons as bread mtera-ecanontic guide- 
lines, aonitoring center states' perfsmance, and if 
oecessay ttawmg arentor to stippma. B monitera tta 
stability and profit pact as area at anafystog member 
sates’ • jna erg ao ce’ pra ganme^ preparing reamnao- 
dations. incbtferg pcssWe frees. Tta Cnratesskn has 
sxcesaLTj cr -,s£ a rrte tor aeS te cD-ORfintekn at 
emptoyment pofcy. but is stiuggEng id exarsae as tottoenca 
in external represatatta of fee an to 67 and fee MF. 



Economic and financial committee 

TWs raw body wffl replace the secretive EU monteay oommBtee wWcft prepares Ecota 
meetings. However, toe composition te members wffl te fee same: ntemoaf testy 
offidafa, estate bankers, ate two mecfews of the EisopaenConimtoskit. Vanyfefeg.1 
to Brnkr to become nrai mare powerful 8 fee trend towstl smtaer, tafanml meetings te 
mfetotere continues. Its composition shows tint fee central tankers win stiti exert 
powerful behind-the-scenes influence, despite French-tod efforts Ip mate Ecofei fee 
poBbcal ccuntetvwtevt to fee cental bank- 



Eurostat's retaon^teilies include 
the pubtiatoan of a large n u mber te 
«GH aid ecoreate sttototia tor toe 
European Utan, such as consumer 
price inflation, unemployment, and 
ntostrtai production. These statistics 
indude series to fee BJ as ai entity 
and for each te fee 15 mantar states. 

KWh Son. Siuffiti is catapteied into 
fee big toafete tetotemalonel statisti- 
cal offices. It wffl become tta main 
stafaHra tXTttO to tt» ERB zone. 

It wffl stffl puMBi Emwlde dtoa. but 
wffl also disseminate separate series 
pertaining solely to he Emu member 
group. Its consumer price inflation 
index wffl be wat ch ed dosefy by the 
Etffcpe» Cental Baft and by ftaan- 
daf markets. 

Other indicators, such as gross 
domestic product, industrial produc- 
tion, onemployment and current 
account data will also be dosefy 
monitored. Much of its work is 
devoted to harmonising statistics 
because statistical methods vary 
dgnfflcanfly across Hi countries. 


European Parfemeot .. . 

Sooty rasog us pro&e to preparation tor tta poat-Enn 
wortl MB’s wffl debate tta racomraeMStai* of tta Euro- 
pean Cf —m to n oo voacb courtnesgrafty for Erau oo 
May 2 . They vri abo grl fee nonioen to tta sneutae 
board te fee Osteal Bat ktomkM m taffeta fee ECB 
president to presort fee bstiesanud repot to Pwtenent 
vfeicb ok hokf a generte detato. Tta taafa teao pnavtoee 
for regtear cantata between fee ECB and Parftaraotary 
ca natefe es . The model fate tart te fee Fadettf Resanre- 
US Confess, but 8 wffl evstoe. 



BOWP IWARKETS • by Simon Davies 


MEBGBIS AND ACQUISITIONS > by Clay Hatrris 


Powerful 
forces for 
change 


As investment 
opportunities 
widen, there will 
be a big boost for 
corporate bonds 

It did not take the European 
bond markets long to adjust 
to the implications of Euro- 
pean economic and mone- 
tary union. By the start of 
1998. the convergence pro- 
cess had virtually come to 
an end in the government 
bond markets, with yields on 
Italian bonds a whisker 
away from Germany’s, hav- 
ing been 6 percentage points 
- or 600 basis points - 
higher just three years ago. 

However, Emu will have 
much more wide-reaching 
implications for European 
bond markets - implications 
which have investment 
bankers salivating, but 
which could also bring sub- 
stantial economic benefits to 
member nations. 

At present, the European 
bond markets are frag- 
mented for a number of rea- 
sons, from domestic regula- 
tion and taxation to 
currency. 

Joe Cook, global bead of 
capital markets at J. P. Mor- 
gan, says: “If you boil It 
down, the drivers for change 
in the European capital mar- 
kets are the pressures on 
governments to meet the 
Maastricht criteria, share- 
holder value, the desire for 
personal choice in invest- 
ment, and improvements in 
technology. But Emu will be 
a catalyst to speed up the 
process.” 

The European bond mar- 
kets have a long way to go. 
It is not so much the size, 
which is similar to that in 
the US but the fact that the 
European markets have 
always been dominated by 
government bonds and AAA- 
rated bonds from suprana- 
tionals such as the World 
Bank. 

The corporate bond mar- 
ket remains little developed, 
unmanly because historical 

relationships with domestic 


banks have held back issu- 
ance. In Germany, bank 
loans amount to 100 per cent 
of gross domestic product, 
compared with only -15 per 
cent in the US. In addition, 
European fund managers 
have concentrated on taking 
bets on currency movements 
rather than analysing corpo- 
rate credit quality. 

With yields of more than 
10 per cent on Italian BTPs. 
or government bonds, inves- 
tors could get a high yield 
without taking on the com- 
plexities of corporate credit 

As a result it is estimated 
that, within the ll euro-zone 
countries, capital market 
securities have accounted 
for about one-third of corpo- 
rate debt In the US, it is 
about 80 per cent 

Emu will undoubtedly 
help narrow the gap. and a 
number of investment banks 
are forecasting that the cor- 
porate bond market in 
Europe will reach $3,000bn 
by the year 2003. 

Paul Daniel head of fixed 
income for Morgan Stanley 
Dean Witter in Europe, said: 
“I initially thought that it 
would take five years for a 
pan-European capital market 
to evolve. Now I think that it 
will be much quicker." 

One factor, which is 
already apparent, is the 
rapid decline in the issuance 
of government debt, as a 
result of austerity measures 
by countries struggling to 
meet the criteria for joining 
monetary union that were 
set out In the European 
Union’s Maastricht treaty. 

Net debt issuance by Euro- 
pean governments is expec- 
ted to Call by $5Gbn In 1998, 
representing a decline of 
one-third, according to J. P. 
Morgan. This has been one 
of the forces driving down 
government bond yields, but 
it will also create a vacuum 
to be filled by increased issu- 
ance from corporate borrow- 
ers. 

But there are many other 
factors supporting this pro- 
cess. At present, most insur- 
ance and pension fluids have 
to match a large proportion 


Before EMU: fragmented capftd markets 
KteSDP 



of their liabilities with assets 
in the same currency. For 
the majority of European 
insurance companies. 80 per 
cent of assets and liabilities 
have to be matched In the 
same currency. 

From the start of 1999, this 
will open up an enormous 
array of new investment 
opportunities. Furthermore, 
as fund managers start to 
take on pan-European bench- 
marks for investment perfor- 
mance, instead of their tradi- 
tional domestic indices, they 
will be forced into a radical 
alteration of their invest- 
ment approach. 

Then there is the develop- 
ment of fully funded pension 
schemes throughout Europe. 
The Maastricht criteria 
made potential Emu mem- 
bers focus on the extent of 
their growing pension liabili- 
ties. and this will encourage 
a shift towards privately 
funded pension schemes for 
all but the very poor. 


this vast new pool of capital 
on share prices, creating a 
virtuous circle - erne that is 
particularly virtuous for 
European pensioners, many 
of whom are unhealthily 
exposed to the share perfor- 
mance of their employers. 

Indeed, the development of 
this broad and liquid 
regional bond market, which 
will exceed that of the US, 
should help to bring down 
the cost of debt capital in the 
euro-zone, which In turn 
should fiiel economic bene- 
fits throughout the region. 

However, there is bound to 
be considerable resistance to 
these changes. Banks, for 
example, wfll be concerned 
about increasing competition 
for corporate loans, while 
politicians and regulators 
may be concerned by a 
decline in their influence. 
This could slow the develop- 
ment of the new capital mar- 
ket. but the end result looks 
inevitable. 


This in turn will create a 
larger pool of funds for 
investment in the equity and 
bond markets, and create 
demand for longer-term 
bonds, to match longer-term 
pension liabilities. 

Mr Cook believes that forc- 
ing pension liabilities off cor- 
porate balance sheets and 
folly funding them will be 
inevitable, and that Europe 
needs legislation such as the 
US's Employee Retirement 
Income Security Act to force 
that change on a pan-Euro- 
pean basis. 

The impact of this would 
be to create a huge pool of 
funds for investment in the 
European equity market. 
But it would also create sub- 
stantial demand for capital 
market funding from those 
corporations concerned. 

The costs of funding these 
liabilities, particularly at 
current low bond yields, 
should in theory be compen- 
sated for by the impact of 


A field of dreams 
has been sown 


Waiting for Godot 
is over. A crop of 
deals is already 
beginning to 
sprout from Emu 

Until recently, European 
mergers and acquisitions 
activity sparked by the 
imminence of economic an d 
monetary union had resem- 
bled Waiting for Godot: a 
great deal of expectation 
with little to show for it 

That is now beginning to 
change, with a stream of 
deals directly related to the 
coming of the euro and 
changes that Emu will bring 
to Europe. M&A specialists 
at investment banks believe 
it heralds years of activity. 

*T don’t think we have any 
reason to think that 1998 will 
be a peak year in Europe.” 
says Rod Peacock, a manag- 
ing director at J. P. Morgan, 
while Bejrtil Rydevik, co- 
head of M&A at Lehman 
Brothers, expects deal flow 
to be strong enough to keep 
activity buoyant through 
any economic downturn. 

According to Paul Achleit- 
ner, co-head of. Goldman 
Sachs’ ETankfurt office: “The 
euro is accelerating and 
accentuating changes that 
would be inevitable over a 
longer period anyway." 

Gary Weiss, co-head of 
financial institutions for 
Merrill Lynch in Europe, 
agrees that Emu is speeding 
up trends such as globalisa- 
tion, a greater emphasis on 
shareholder value, and disin- 
termediation - the greater 
use of securities at the 
expense of bank lending. 

The mutually reinforcing 
nature of these trends was 
manifest in the European 
reaction to Citicorp's glob- 
ally ambitious link-up with 
Travelers Group. “Citigroup 
was a wake-up call." says 
Alistair Walton, head of the 
European financial institu- 
tions group at Credit Suisse 
First Boston. 

The deal has galvanised 
thinking within Europe's 
financial services industry, 
one of the favourite sectors 
for consolidation. Most 
mergers so far have been 
regional in nature even 
when they cross borders, as 
in the case of the Dutch ING 


Group’s takeover of Basque 
Bruxelles Lambert 

The creation of the Finn- 
ish-Swedish bank holding 
company MeritaNordbanken 
after consolidation within 
each country is not that dif- 
ferent from domestic combi- 
nations elsewhere. 

Whether in Bavaria or 
Spain or Italy, they mark a 
desire to create sufficient 
size to participate more 
equally in the inevitable 
next stages of consolidation, 
moving towards what Mr 
Walton of CSFB calls the 
“global end game". 

Only the takeover of 
France’s AGF by the Ger- 
man insurer Allianz, in a 
complex deal involving Gen- 
erali of Italy, approaches the 
second stage of this process. 
But it also demonstrated the 
political limits of cross-bor- 
der takeovers, since the 
French authorities signalled 
that the next such deal 
would have to be French-led 
in the interest of reciprocity. 

When deciding the fate of 
CIC, France’s fifth largest 
banking network, the gov- 
ernment opted for Credit 
Mutuel over offers from 
Society Genfrale and ABN 
Amro that would have 
meant, respectively, job cuts 
and foreign ownership. 

The euro’s most explicit 
effect will be to make compa- 
nies within the zone more 
transparently comparable to 
investors. Fund managers 
wfll no longer have to allow 
for currency differences, 
meaning that on whatever 
bourse a company Is listed, 
it will be assessed against its 
European peers. 

Within Euroland, country 
weightings should disappear 
as a tool for fund managers. 
Inside the zone, the defini- 
tion of a “domestic" security 
is transformed. For investors 
outside the zone as well, 
much of Europe effectively 
will be without borders. 

This spells danger for big 
fish in any of the continent’s 
small ponds, since mere 
local leadership will no lon- 
ger matter. “It only matters 
if you are in the top three In 
Europe.” says Julian Callow, 
European economist at 
Dresdner Kldnwort Benson. 
Banks have anticipated this 
evolution by organi s i n g their 
corporate finance, research 


and distribution by sector on 
a pan-European basis. 

Simon Robey, co-head of 
European M&A at Morgan 
Stanley, believes Emu will 
"drive a fundamental reap- 
praisal of strong versus 
weak investment opportuni- 
ties within sectors" since 
managers will no longer 
focus on domestic stock mar- 
ket indices. 

As this becomes estab- 
lished. stronger companies 
will be rewarded by the mar- 
ket, while share prices of the 
weaker will suffer. This will 
open them to takeover bids 
from the dominant or 
prompt them to take drastic 
restructuring measures. 

“Companies will be strug- 
gling to develop a competi- 
tive equity story that distin- 
guishes them from others," 
argues Mr Achleitner of 
Goldman Sachs. One way, 
following the US pattern, 
triD be to become an aggres- 
sive predator. “Big deals will 
give you profile," he says, 
and thus boost share prices. 

The euro should also make 
mergers easier because 
investors will be more will- 
ing to take shares, rather 
than demand a premium in 
cash, according to Hugh 
Scott-Barrett, chief executive 
of European corporate 
finance for ABN Amro. Com- 
plex structures driven by the 
demand for shares denomi- 
nated in local currencies will 
no longer be needed. 

Mark Florman. managing 
director or Swedish corpo- 
rate advisory boutique Mai- 
zels, Westerberg, notes that, 
for companies themselves, 
the euro removes the equity 
risk of investing or buying 
assets in countries prone to 
having weak currencies. 

Even more important, say's 
Mr Callow, it will focus 
attention on labour cost dif- 
ferentials within the euro- 
zone. increasing the attrac- 
tion of companies in 
southern Europe, He 
believes M&A activity may 
take time to develop as com- 
petition increases. "It's two 
to three years down the road 
when you’ll sec a real quan- 
tum leap." 

So Emu is less likely to 
take its inspiration from 
Waiting for Godot, than from 
Field of Dreams, if you build 
It. thev will come. ’ 
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Many European farmers believe the euro is good news fhwkap 


EASTERN EUROPE • by Lionel Barber 


Candidates 
move into a 
closer orbit 


The euro will have 
an impact on 
nations lining up 
in the hope of 
joining the EU 


The decision to create the 
euro has aroused much con- 
troversy. but so has the rela- 
tionship between the single 
currency and enlargement of 
the European Union. 

Opponents of European 
economic and monetary 
union argue that Emu is a 
distraction from the chal- 
lenge of uniting Europe after 
the cold war. Instead of the 
old Iron Curtain, they fear 
that a new “velvet curtain'* 
will divide a rich core of 
“ins" from a poorer periph- 
ery of “outs". 

But Emu advocates insist 
that euro -driven “deepening" 
in western Europe remains a 
precondition for “widening" 
the EU in the east. The 
launch of the euro will help 
rather than hinder enlarge- 
ment, they believe. 

What these partisan argu- 
ments overlook Is that the 
introduction of the euro will 
have an impact on the 10 
central and eastern Euro- 
pean candidate countries 
(and Cyprus) whether or not 
they join the EU as planned 
early next century. 

The impact will be felt not 
only among the five coun- 
tries on a fast track to mem- 
bership - the Czech Repub- 
lic, Estonia. Hungary, 
Poland and Slovenia - as 
well as Cyprus. It will also 
reverberate among those 
countries which have yet to 
open formal accession nego- 
tiations with the EU: Bul- 
garia, Latvia. Lithuania, 
Romania and Slovakia. 

The first area to watch is 
foreign exchange rate policy, 
particularly in those candi- 
date countries which tie 
their exchange rates to a sin- 
gle currency - such as the 
D-Mark - or to a basket in 
which European currencies 
enjoy a strong weighting. 

The Czech government, for 
example, operates a man- 
aged float against the 
D-Mark, while Hungary oper- 
ates against a basket 
weighted around 70 per cent 
D-Mark and 30 per cent US 
dollar. 

In Poland, the currency 
basket is about 45 per cent 
US dollar. 35 per cent 
D-Mark, 10 per cent British 
pound, 5 per cent Swiss 
franc and 5 per cent French 
franc. In each case, the euro 
will benefit from the shift 
out of Emu participant cur- 
rencies. 

More broadly, once the 
accession process accelerates 
with the lifting of tariff and 
non-tariff barriers and capi- 
tal controls, the applicant 
countries will be drawn 
increasingly into the EU*s 
economic and monetary 
orbit, says Gabor Bognar, an 
economist at Goldman 
Sachs. 

The effect will be pro- 
nounced in front-rank candi- 
dates for membership such 
as the Czech Republic, Hun- 
gary and Poland, which have 
about 60 per cent of their 
merchandise trade with the 
EU. But it will affect those 
countries such as Bulgaria 
and Estonia which have cur- 
rency boards based on the 
D-Mark. These win in future 
be linked one-to-one to the 


euro. 

Central banks in central 
and eastern Europe are also 
likely to shift a portion of 
their reserves to the euro. 


Professor Hannah Scobie. 
director of the London-based 
Economic and Financial 
Centre, who has closely 
studied the link between 
eastern enlargement and the 
euro, is convinced that the 
emergence of a strong single 
currency will encourage the 
tread. 

In the real economy, Gold- 
man Sachs predicts that the 
euro will circulate as a sec- 
ondary means of payment 
Office rents, often denomi- 
nated in D-Mark or US dol- 
lars, will switch over to 


euros. 

Car prices will shift. 
Would-be purchasers of a 
BMW In, say, Slovenia will 
have to watch how the local 
currency is faring against 
the euro rather than the 
D-Mark. 

Border regions between, 
say. the Czech Republic and 
Germany, are also likely to 
adopt the euro. But few are 
predicting a return to Com- 
munist-era black markets, 
where the dollar or D-Mark 
shoved aside the local cur- 
rencies. 

Today, most currencies in 
the region are convertible, at 
least on the current account 
If there is a threat of a 
shadow economy, it steins 
from tax avoidance rather 
than currency substitution, 
says Goldman Sachs. 

The more intractable ques- 
tion is whether the eastern 
applicants have a realistic 
prospect of adopting the 
euro. Optimists such as Pro- 
fessor Scobie argue that, 
with the important excep- 
tion of inflation, several can- 
didate countries are perform- 
ing well according to the 
EU*s Maastricht criteria for 
jo ining Emu. 

On public deficits, the 
Czech Republic is close to 
balance. Hungary, with a 
deficit equivalent to 3.3 per 
cent of gross domestic prod- 
uct and Poland, at 3.7 per 
emit are wi thin striking dis- 
tance of the EU*s 3 per cent 
target 

On government debt the 
Czechs (16 per cent), Hun- 
gary <64 per cent) and 
Poland (54 per cent) are per- 
forming better than their 
western counterparts. 

But candidate countries 
face big hurdles. They must 
balance their high growth 
rates with the need to reduce 
inflation while sticking to a 
fixed or semi-fixed exchange 
rate - assuming they choose 
to shadow the euro or join 
the Exchange Rate Mecha- 
nism Mark II, once they 
have joined the EU. 

How will their process of 
“convergence" work in prac- 
tice? In the first instance, all 
applicant countries are 
obliged to submit their mac- 
roeconomic programmes for 
review in Brussels. 

All candidates must also 
embrace the goal of Emu as 
part of their general effort to 
meet the acquis comrrumcm- 

taire - the rules and obliga- 
tions for members which 
have developed since the 
1957 Treaty of Rome. 

At the forefront is the 
need to meet the standards 
of the single market and to 
comply with rules on state 
aid and competition policy. 
This means enforcing as well 
as passing EU laws - a big 
test for inexperienced, over- 
stretched public administra- 
tions. 

It is these tasks, rather 
than Emu ttself, which may 
constitute the biggest barrier 
to future EU membership for 
the young democracies of 
the east 
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AGRICULTURE • by Maggie Urry 


Farmers hope for a richer harvest 


The euro is likely 
to bring many . 
benefits and 
end complex 
disputes 


The arrival of the single 
European currency means 
more to agriculture, perhaps, 
than to any other commer- 
cial sector. 

The Common Agricultural 
Policy is at the heart of the 
European Union. But it has 
had to operate for decades 
without a truly common cur- 
rency. As one economist put 
it, “trying to run a common 
policy, with a sizeable cross- 
border trade, in commodity 
products, has meant that 
exchange rates have become 
dominant in determining 
farmers' incomes”. 

“The euro Is the crown on 
the internal market," says 
Albert Dierick, chief econo- 
mist at Rabobank, the 
Dutch co-operative bank 
which has its roots in fann- 
ing. 

Brian Gardner, of EPA 
Associates; a Brussels-based 
consultancy, says: “In the- 
ory, the single currency 
should mean the completion 
of the agriculture internal 
market. The [current] sys- 
tem has prevented a com- 


mon market In agricultural 
products." 

The first benefit to. fanners 
from the move to a single 
currency, will be the ending, 
at least for those which are 
joining Emu, of the complex 
and costly agrimonetary sys- 
tem 

This system is necessary 

to convert the range erf EU 
-form subsidies from Ecu into 
national currencies. It 
involves a matrix of so-called 
“green exchange rates" 
which are used to translate 
Ecu amounts Into each mem- 
ber state’s currency. A mind- 
boggling! y complex set of 
rules Is used to determine 
what happens when a mem- 
ber-state's market exchange 
rate diverges from the green 
rate. 

It has often been the 
source of fraught negotia- 
tions in Brussels. One offi- 
cial, who has been Involved 
over years In negotiations 
over the agrimonetary sys- 
tem, says; Throughout its 
life it always gets sorted oat 
late in the day. The Decem- 
ber farm council is the nor- 
mal place to agree details of 
the following year’s arrange- 
ments." 

It took three days of 
talking, finishing with an 
all-night session, when the 
last reform of the system 


was agreed in 1995: A preri- - 
bus systemhad.cost .the EU 
Ecu30bn over"itsiO-yearlif& 
So its removal' win be a 
great relief .to all involved. . 

Equally fraught, at tones, 
have been the arguments 
between producers in' coun- 
tries with strong currencies 
and those with weak curren- 
cies, over - the substantial 
amount- of trade in agricul- 
tural products between . 
member states. 

Those with strong curren- 
cies have sees the value of 
their subsidies in their own 
currencies decline as their 
green rates revalued, while 
producers in countries with 
a falling currency gained 
from devaluations, enabling 
them to export more readily. 

Udo Folgart, who runs a 
large mixed farm near Ber- 
lin, a former East German 
co-operative holding, says: 
“The euro la good news, 
because we think in Ger- 
many that the conve r sions 
between the Ecu and the 
D-Mark were not good for . 
German farmers. The subsi- 
dies farmers get from the EU 
through the conversion was 
better for the southern 
states of Europe." 

Once all formers receive 
their subsidy cheques in the 
same - currency, competition 
between formers in different 


states should' become fewer. 


some say.;. - ; v-. :■ 
One kmgjimntog dispute 
has been hfctween French 
and Spanish horticulture 
growers. The French have' 
often protested i against., 
floods of Spanish products 
which they dadm r underettt. 
Flench priced" 

■ Jean-Jacqnes B&ofeit, a 
Preach government agricul- 
ture' official, says such 
putes between France and 
Spain' “tfjTyanfsh. -Ebe rent 
has been caused- by the' 
devaluation of . the peseta 
and also, ^ - 

duction cofite; One of the' 
main reasons (for the argu- 
ment] will zurf he there any 
more."' • - "■ - 


bring .-t rane pgrwucy • in 

tiade.’ 1 -;-. . 

. Further, -he says, ^ there 
vrifl .b^WMsiderabtesa ving^' 
for fanners as toe foreign 
exetemgas costs of expo r ti ng 
are removed. He estimates 
French formers could see 
more . - than : FFiUbn of 


Rafael - Cavestany. - the 
Spanish- agricultural coun- 
sellor in Lond on , says that 
while in the short term 
S panish formers might have 
benefited from devaluations, 
it has not been good for 
them in the lon g er term. “To 
have a devaluation is toe 
worst thing you. can hare in 
a country," be says. The 
euro will present Spanish 
formers with “a challenge to 
keep competitive, because 
we cannot devalue". 

Mr Bdn&dt agrees. "Hav- 
ing a single currency will 
definitely reduce the distor- 
tion. of competition: It will 


WhOe prices to consumers 
will be dearer,, farmers 
Should- also - benefit from 
' more transparency in -pric- 
ing; of- their sapplies and 
equipments from fertilisers 
to tractors. Bisto Vblanen, 
secretary-general ,-or Gopa, 
the' European farmers'' 

union, says: “The market for 

supplies and products will he 
transparent. Every farmer 
can compare his costs with 
-those of every other former." 

. Fertiliser prices, for exam- 
ple, which are already simi- 
lar across Europe through a 
process- ;Of iprice osmosis", 
are EKgly to converge fur- 
ther, says Sean Mackle. of 
the European Fertiliser Man- 
ufacturera' Association. “It 
is going to be more transpar- 
ent, 'simpler and. therefore 
will' ■ enhance consumer 
power." 

Price differences will still 
reflect 'variations in trans- 
peat- costs, qualities and so 
bn, but' the “powerful psy- 
chological effect of toe 


'wm- n force manu&ctiir- 
tua to And other attributes 
' price to sell their fertlt 
feer- 

-expected from the. euro, jt is 
■not surprising that farmers' 
unions, in the “pre-in" coun- 
tries. such as the . UK, are 
nnvinna for their countries 
to joto- Slob. Roberts, econo- 
mist at the National Farm- 
ers’ Union of England mid 
Waite, says: “The dangers of 
. sitring outside the single 
currency are becoming bla- 
tantly clear." 

. ..A new agrimonetary sys- 

- tem for the pre-ins' is expec- 
ted to be less generous than 

' the old one,- which allowed 
compensation for revaluing 

- currencies and no penalties, 
for devaluations. 

As well as the removal of 
the exchange rate problems, 
formers in countries which 
join Emu in the first wave 
will also enjoy, at least at 
first lower interest rates 
t ha n those in the UK, for 
instance. That puts British, 
formers at a competitive dis- 
advantage in investment. 

However, formers In the 
pre-in countries hope that 
under the new system they 
will have the optical to take 
their EU subsidies in euros 
rather than in their local 
currencies. 
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Trade Europe’s “Top” from 12 * May 


From 12th May you can trade new contracts on the leading index of Europe’s most liquid stocks. 
FTSE Eurotop 100 ECU futures will be launched on LIFFE 
FTSE Eurotop 100 ECU options will be launched on Amsterdam Exchanges. 

Two new contracts to help you trade Europe - on the index with the recognised track recdnL 
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8 BIRTH OF THE EURO 


EURO VERSUS THE DOLLAR • by Richard Portes and Helene Rey 


Struggle for world status starts 


Europe and the 
US may need to 
enhance their 
co-ordination to 
smooth tensions 

Hie European Union's exec* 
utlve commission recently 
discussed the euro's role vis- 
4-vis the dollar with the US 
Treasury. The commissioner 
for monetary affairs, Yves- 
Thlhnult de Silguy, said the 
euro would “progressively” 
challenge the dollar. 

The US Treasury secre- 
tary. Robert Rubin, count- 
ered that he did not “think 
it's going to adversely affect’ 
the position of the dollar 
either as a reserve currency 
or. . . in international 
finance”. One of them must 
be wrong - and in this case, 
one must lose. 

This is, indeed, an exam- 
ple of the sort of dangerous 
“zero-sum" conflict that 
economists try to avoid. The 
last transfer of currency 
hegemony was the displace- 
ment of sterling by the dol- 
lar between the two world 
wars - a period of deeply 
damaging instability. The 
emergence of the euro as an 
international currency will 
require careful, cooperative 
management. 


To manage the process, we 
need to understand it There 
has been much talk of the 
potential international role 
of the euro, often contradic- 
tory because it has not been 
based on any analytical 
framework. It has been 
informed guesswork, using 
aggregate data. 

In the current issue of Eco- 
nomic Policy we have pro- 
posed an analytical basis for 
the discussion and have cal- 
culated the consequences, 
using a new model and new 
data, some from the underly- 
ing microstructure of the 
key markets. 

Reserve currency status is 
not just an international 
virility symbol. It brings 
international seigniorage, 
benefits for '‘home" financial 
institutions, relaxation of 
the “external constraint" on 
macroeconomic policy, a 
greater role for the issuer in 
international Institutions, 
and the wider geopolitical 
consequences of exercising 
currency hegemony. 

Our framework enables us 
to assess how far the euro 
will take on this role; to 
measure the effects of alter- 
native scenarios on welfare 
in the main world regions; 
and to consider carefully the 
transition period as the 
international monetary sys- 


tem adjusts to the euro. 

Previous work, our own 
included, focused on private 
Invoicing behaviour, official 
reserve holding behaviour, 
and the use of an anchor 
currency (pegging exchange 
rates, e.g. to the dollar). 
According to a new analysis, 
all these will be secondary to 
the interactions between 
financial asset markets and 
foreign exchange markets. 

The usefulness of a cur- 
rency for financial transac- 
tions and for the denomina- 
tion of financial assets 
increases with the number 

of people using it there is a 
“network externality" in cun 
rency use (as with fax 
machin es, for example). 

The development of euro 
financial asset markets and 
network externalities among 
euro users in forex markets 
will support the euro’s role 
as international currency. 

As euro securities markets 
become deeper and more liq- 
uid, transactions costs will 
fall, and euro assets will 
become more attractive, so 
the use of the euro as a 
vehicle currency in forex 
markets will grow. The two 
effects interact, and that 
synergy will bring the euro 
to challenge the dollar. 

Initially, we expect no 
more than a “quasi-status 


quo” - the euro as a “big 
D-Mark". But taken together, 
euro-area government bond 
markets are of a size compa- 
rable to the US Treasury 
market 

As financial market inte- 
gration in Europe progresses 

- with an expected speed 
that market participants 
continuously revise upwards 

- operating in the eurodom- 
inated bond markets will 
become just as attractive as 
parking funds in New York 
or hedging with US govern- 
ment securities. 

Then the "fundamentals" 
of International trade and 
investment could support 
either a “medium euro” or a 
"big euro” scenario. In both, 
the euro would replace the 
dollar as w^ in interna- 
tional currency for financial 
asset transactions (except 
between the US and Ada), 
but only in the “big euro" 
scenario would the euro also 
take on the forex market 
vehicle currency role. 

The consequence could be 
a welfare gain of as much as 
0.4 per cent of GDP (annu- 
ally) for Europe (including 
seigniorage), with a smaller 
loss for the US - as well as 
the other economic and geo- 
political attributes of the 
"hegemonic” world cur- 
rency. 


The transition period , vtifi 
see substantial portfolio 
shifts firom -dofiar-dehomi- 
nated into euro-dentnmnated 
assets, possibly creating 
excess demand for the latter. 
That would favour a 
“strong" euro. 

To promote the interna- 
tionalisation of the euro. 
European policy-makers 
should, focus on. integrating 
European capital markets. 
Deregulation and. policy har- 
monisation (for example, in 
government, bond issuing), 
as well as private market ini- 
tiatives, could- enhance the 
liquidity, breadth and depth 
of these markets. 

So, improving the finan- 
cial environment for savers 
and Investors in the euro- 
zone would also support the 
euro’s challenge to the dot 
lar. 

With the TTin-pfusin g inte- 
gration of International capi- 
tal markets and the size anrf 
speed of capital flows, 
changes in the international 
monetary system will hap- 
pen faster than the historical 
displacement of sterling by 
the dollar. 

Moreover, the early period 
could see considerable insta- 
bility associated with the 
emergence of the euro, espe- 
cially if the United States 
were to resist any decline in 



Thetamcb oftheeuro 
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the international status of. 
the dollar. • ■ 

On the European side, the. 
authorities will have to take, 
account of these Instabilities 
and exchange-rate pressures 
in setting their monetary 
policies. Simple policy rules 
will be inadequate. 

But both sides may have 
to enhance their, macroeco- 
nomic policy co-ordination 
to ease the tensions - some- 
thing which is likely to be 
especially difficult In the. 
absence of a euro-zone Trea- 
sury secretary. 

Richard Portes is professor af 
economics at London. Busi- 
ness School and president of 
the Centre for Economic Pol- 
icy Research. . He is a senior 
editor of Economic Policy. 
Helene Rey *r lecturer m eco- 
nomies at the London School, 
of Economics* 


SUSTAINABILITY > byWoffgang Munchau 



Is it the United Nations? 

Or the market 
for Euro corporate debt? 


The Euro. From its inception in January, 
it will stand alongside the Dollar, with 
global influence. At a stroke rt will create 
enormous new financing opportunities 
for European companies. We believe 


the European corporate bond market 
could increase five-fold in just a few 
years, Which means more European 
opportunities for investors around the 
world, too. 
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Sceptics may be 
underestimating 
the forces that 
will keep Emu 
countries together 

Sceptics are certain that 
European economic and 
monetary nni<y n will at some 
point go wrong and then col- 
lapse like a house of cards. 

It is an appealing argu- 
ment: after all, economic 
cycles can and do diverge, 
and a “one-size- fits -all” pol- 
icy may end up fitting 
nobody. 

Yet even for the most con- 
firmed sceptic, this is not the 
.worst Imaginable outcome. 
Imagine If Emu were to go 


wrong, -but nevertheless sur- 
vived. Some recent economic 
research suggests that this is 
precisely what may happen. 

Sceptics may be underesti- 
mating the political and eco- 
nomic glue that will hold the 
Emu countries together, 
almost irrespective of how 
successfully or otherwise 
Emu Is seen to operate. 

If a country ever wanted 
to leave Emu, its govern- 
ment would not simply have 
.to calculate the economic 
costs and benefits of keeping 
the euro versus those of re- 
introducing a national cur- 
rency. It would also have to 
evaluate the economic conse- 
quences of the decision 
itself. A withdrawal would 
undoubtedly cause transi- 
tional disruption, but might 
also do permanent damage. 

The question of sustaina- 
bility has been the subject of 
a long and detailed report by 
the Association for the Mon- 
etary. Union of Europe, a 
Paris-based think-tank.* It 
arrives at two main conclu- 
sions about the sustainabil- 
ity of monetary policy In 
particular. 

■ The greater the uncer- 
tainty about the costs and 
benefits. of leaving Emu. the 
less the extent to which 
countries will be inclined to 
take the plunge - unless the 
benefits of leaving Emu are 
perceived to be overwhelm- 
ing. However, a situation in 
which countries would even 
consider opting out of Emu 
is bound to be a situation 
marked by high uncertainty. 

■ Pursuit of price stability 
is not only a necessary but a 
sufficient condition for the 
sustainability of Emu. Coun- 
tries would not have an obvi- 
ous, and, most Importantly, 
a calculable incentive to 
leave Euroland unless Emu 
resulted in higher Inflation - 
compared with previously 
prevailing national Inflation 
rates. 

Stefan Collignon. econo- 
mist at the Association for 
the Monetary Union of 
Europe, argues that the sec- 
ond result - the sufficiency 
of price stability for the sus- 
tainability of Emu - is not 
as obvious as appears at first 
sight. 

Of course, it holds as a 
matter of definition, if one 
believes in the monetarist 
orthodoxy of the “neutrality 
of money”. This says that 
money does not affect the 
real economy of economic 
output and jobs, and it does 
not cause long-term unem- 
ployment. 

But Collignon says it holds 
even if one takes the Keynes- 
ian view that there is a 
trade-off between inflation 
and unemployment, it boils 
down to the observation that - 
if such a tradeoff exists, it is 
not stable but varies with 
the average level of infla- 
tion. The higher the rate of 
Inflation, the lower the 
tradeoff. 

“It could also mean that 
the instruments of monetary 
policy (the exchange rate 
and .interest rates) are 
Sharper in a low-inflation 
environment, so that output 
stabilisation becomes easier. 
Emu may have greater real 
effects than previous discus- 
sions have suggested,” he 
writes. - 

In other words, active eco- 
nomic demand management 


•tfi 




works, but only once a 

■ strung degree of price stabil- 
ity has been achieved. 
“Therefore, in a stable mone- 
tary union the supposed 

■ advantage af flexible 
exchange rates has been 
replaced by the much more 
tangible advantage of more 
efficient monetary policies," 
he argues. 

As long as the European 
Central R«rik achieves price 
stability, monetary policy 
remains a potent tool for 
output stabilisation, he 
argues. It loses its edge once 
inflation rises. 

This is an argument also 
cited by Otmar Issing, a 
senior member of the Bund- 
esbank’s directorate, who 
has been tipped to be a mem- 
ber of the ECB's executive 
boartL 

He cited evidence** that 
independent central banks 
not only achieve greater sta- 
bility of prices bnt also 
greater stability of output 
variation. Their economic 
cycles are smoother, com- 
pared with countries where 
the central banks are not 
. independent 

But Mr Taring warns that 
the ECB's chances of success 
are for from guaranteed, and 
argues that there is every- 
thing to play for at this 
point. Whatever the EU's 
Maastricht treaty may stipu- 
late about central bank inde- 
pendence and the primacy of 
price stability, the ECB's 
success will depend on its 
policies, the. economic envi- 
ronment In which it operates 
and, of course, the quality of 
its central bankers. 

Mr Issing argues that if 
the ECB operates in an envi- 
ronment in which it came 
under persistent political 
pressure, it wfll not be able 
to withstand that pressure 
for ever. "The independence 
of the central bank Is a nec- 
essary, but not sufficient, 
condition," he says. 

What about unemploy- 
ment? Could high and rising 
levels of unemployment lead 
to the collapse of Emu? Col- 
lignon argues that the main 
adjustment has already 
occurred, when countries 
consolidated their fiscal 
policies to qualify for 
Emu. 

Emu itself is unlikely to 
m ake matters much worse. 

On the contrary, for most 
countries Emu Implies lower 
long-term and short-term 
interest rates, compared 
with the levels of the 1380s 
or early 1990s. 

But even if electorates 
were to blame Emu for high 
ur employment, it Is not 
immediately apparent that 
leaving Emu would solve the 
problem. For that to occur, a 
country would need to 
achieve a real devaluation of 
its new currency against the 
euro - after accounting for 
Inflation both at home and 
In the euro-zone. 

But It is Far from clear ^4 
that the rema ining Emu •£ 
rump would tolerate a real 
devaluation or a trading i 
partner in a single European £ 
market. \- 

As a result, if the ECB t 
foils to achieve price stabil- ".z 
Ity, its failure will be appar- 
ent, and the benefits of leav- ,4 : 
mg will be evident. If.. 
however, the ECB delivers' j - 
“too much" price stability., 3 
with low economic growth^ - 
and high unemployment, the i? 
benefits of leaving Emu -will -«■£ 
be highly uncertain. 

It is therefore a game •. - 
stacked heavily in favour of oV 
Emu's survival - except 
under conditions of persis- $ * 
tently high inflation. • = 

'Stefan Collignon, “The sus- 
tamahUity of monetary sla- 
Mity". ppG- 24 . The Sustama- •'£ 
oifitp Report, Association for 
the Monetary Union of sK 
Europe, Paris, February 1998. ' £ 
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-Otmar lasing, “The Etna- 
P&m Central Bankas a nets 
institution and the problem of 
accountability, paper deiiv- 
ered at a symposium on the' 
global economy. Kiel. March 
20. 199& 
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